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This is in response to your letter dated January 23, 2004 concerning the shareholder
proposal submitted to Lowe’s by Domini Social Investments. We also have received a letter
from the proponent dated February 25, 2004. Our response is attached to the enclosed
photocopy of your correspondence. By doing this, we avoid having to recite or summarize
_the facts set forth in the correspondence. Copies of all of the correspondence will also be

provided to the proponent.

In connection with this matter, your attention is directed to the enclosure, which sets
forth a brief discussion of the Division’s informal procedures regarding shareholder
proposals.
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U.S. Securities and Exchange Commission

Division of Corporation Finance T o s
Office of the Chief Counsel www.mvalaw.com
450 Fifth Street, N.W.

Washington, D.C. 20549

Re: Lowe’s Companies, Inc.
Exclusion of Shareholder Proposal Relating to a Report Based on the Global Reporting
Initiatives Sustainability Reporting Guidelines

Dear Ladies and Gentlemen:

Lowe’s Companies, Inc. (the “Company”) hereby requests that the staff of the Division of Corporation
Finance advise the Company that it will not recommend any enforcement action to the Securities and
Exchange Commission (the “Commission”) if the Company excludes the shareholder proposal described
below (the “Proposal”) from its proxy materials for its 2004 annual shareholders meeting. The Proposal was
submitted to the Company by Domini Social Investments (the “Proponent”). As described more fully below,
the Proposal is excludible pursuant to:

1. Rule 14a-8(i)(3) because it is so vague, indefinite and misleading that neither the shareholders nor the
Company would be able to determine with reasonable certainty exactly what action or measures the
resolution requires; and

2. Rule 14a-8(i)(7) because it deais with matters relating to the Company’s ordinary business operations.

In accordance with Rule 14a-8(j), we have enclosed six copies of this letter and the attachments and have
provided a copy of this letter and its attachments to the Proponent.

The Proposal

The Proposal calls for the adoption by the Company’s shareholders of the following resolution.
“RESOLVED: That the shareholders request that the company prepare a sustainability report (at reasonable
cost and omitting proprietary information) based on the Global Reporting Initiative’s sustainability reportmg

guidelines by November 1, 2004.”

A copy of the complete Proposal and related cover letter is attached hereto as Exhibit A.

Raleigh, NC
Durham, NC
Charfeston, SC
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Discussion

Rule 14a-8 generally requires an issuer to include in its proxy materials proposals submitted by shareholders
that meet prescribed eligibility requirements and procedures. Rule 14a-8 also provides that an issuer may
exclude shareholder proposals that fail to comply with applicable eligibility and procedural requirements or
that fall within one or more of the thirteen substantive reasons for exclusion set forth in Rule 14a-8(i). Rule
14a-8(1)(3) permits an issuer to exclude a shareholder proposal if the proposal is contrary to any of the SEC’s
proxy rules, including Rule 14a-9, which prohibits materially false or misleading statements in proxy
soliciting materials. The Commission’s staff has consistently interpreted Rule 14a-8(i)(3) to cover proposals
that are vague and indefinite and, therefore, potentially misleading.

The Proposal requests that the Company prepare a sustainability report based on the Global Reporting
Initiative’s (“GRI”) sustainability reporting guidelines (the “Guidelines”). The Guidelines “provide
companies with (1) a set of reporting principles essential to producing a balanced and reasonable report and
(2) guidance for report content, including performance against core indicators in six categories (direct
economic impacts, environmental, labor practices and decent work conditions, human rights, society and
product responsibility),” through a “flexible system for sustainability reporting that permits a company to use
an ‘incremental approach’ where a company may omit some content requested by the Guidelines but ‘base
their reports on the [Global Reporting Initiative’s] framework and incrementally improve report content
coverage, transparency, ang structure over time.” A copy of the Guidelines is attached hereto as Exhibit B.

In short, the Guidelines do not provide a clear set of binding standards of compliance, but rather a vague and
indefinite set of “principles” and “guidance” for the preparation of sustainability reports. As a result, the
Proposal is vague and indefinite because it fails to provide shareholders with a clear understanding of what
they are being asked to approve and what action or measures the Company would have to take to comply with
the Proposal.

The Commission’s staff recently issued a no-action letter to Smithfield Foods, Inc. indicating that it would not
recommend any enforcement action if Smithfield Foods, Inc. omitted from its proxy statement a proposal that
was substantially the same as the Proposal in reliance upon Rule 14a-8(i)(3). See Smithfield Foods, Inc. (July
23, 2003). The Proposal is excludible from the Company’s proxy materials for many of the same reasons
expressed by Smithfield Foods, Inc.

In addition, the Proposal is excludible pursuant to Rule 14a-8(i)(7) because it deals with matters relating to
the Company’s ordinary business operations, including labor practices, financial disclosures not required by
generally accepted accounting principles in the United States, relationships with vendors and suppliers and
the location of, or changes in, the Company’s operations. The Commission’s staff has previously taken the
position that shareholder proposals that relate to these matters may be excluded from proxy materials pursuant
to Rule 14a-8(1)(7). Consequently, the Proposal also is excludible pursuant to Rule 14a-8(i)(7).

The Proposal is closely analogous to the proposal submitted to and excluded by Smithfield Foods, Inc.

The Commission’s staff has previously stated that it would not recommend any enforcement action if an
issuer excluded from its proxy materials a proposal calling for a management report based upon the
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Guidelines. Smithfield Foods, Inc. (July 18, 2003). In Smithfield Foods, Inc., the issuer received a proposal
seeking adoption of the following resolution (the “Smithfield Proposal™).

“Resolved: Shareholders request that management, at reasonable cost and omitting proprietary information,
prepare a report based upon the Global Reporting Initiative guidelines describing the environmental, social
and economic impacts of its hog production operations and alternative technologies and practices to reduce or
eliminate adverse impacts of these operations.”

The Proposal and the Smithfield Proposal are substantively similar, and reflect the same fundamental
problem; both proposals call for a sustainability report based on vague and indefinite provisions contained in
the Guidelines. The primary difference between the two proposals is the additional language in the Smithfield
Proposal that narrows the scope of the requested report to “describing the environmental, social and economic
impacts of [Smithfield’s) hog production operations and alternative technologies and practices to reduce or
eliminate adverse impacts of these operations.” The Proposal contains no similar limiting language and
provides no guidance or clarification on whether it calls for a report regarding all of the impacts of all of the
Company’s operations or whether the Company is to determine which impacts from some or all areas of the
Company’s operations it will cover in the report. Consequently, the Proposal provides even less guidance and
1s even more vague and indefinite than the Smithfield Proposal, which the Commission’s staff indicated was
excludible because it was vague and indefinite. :

The Company is aware of the Commission’s staff letter to Johnson Controls, Inc. (Nov. 14, 2002), which also
related to a sustainability report. The Company notes that the Commission’s staff recognized that the
shareholder proposal submitted to Johnson Controls, Inc. was distinguishable from the Smithfield Proposal
because the Johnson Controls proposal did not refer to the Guidelines or any other standards upon which that
sustainability report should be based.

I The Proposal is vague, indefinite and misleading because it fails to provide shareholders with a
clear understanding of what they are being asked to approve and because it fails to provide the
Company with a clear understanding of what actions or measures the Company would have to
take to comply with the Proposal.

Rule 14a-8(i)(3) permits exclusion of a shareholder proposal if the proposal is contrary to any of the SEC’s
proxy rules, including Rule 14a-9, which prohibits materially false or misleading statements in proxy
soliciting materials. A proposal is vague and indefinite when “neither the shareholders voting on the
proposal, nor the company in implementing the proposal (if adopted), would be able to determine with any
reasonable certainty exactly what actions or measures the proposal requires.” Philadelphia Electric Co. (July
30, 1992); see also Alcoa, Inc. (December 24, 2002) and McDonald’s Corp. (March 13, 2001). The
Commission’s staff has also agreed not to recommend any enforcement action when a shareholder proposal is
excluded because “the shareholders will not understand what they are being asked to consider from the text of
the proposal.” Kohl’s Corporation (March 13, 2001).
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A. The Proposal fails to describe the substantive provisions of the Guidelines.

Shareholder proposals may be excluded from proxy materials where the proposals call for the preparation of a
report based on third party recommendations or standards and the proposals do not describe the substantive
provisions of the third party recommendations or standards. In Johnson & Johnson (Feb. 7, 2003), a
shareholder proposal called for a report regarding the issuer’s progress concerning business recommendations
published by the Glass Ceiling Commission. Johnson & Johnson argued that the proposal was vague and
misleading because it was “completely devoid of any description of the substantive provisions of the ‘Glass
Ceiling Report’ or the recommendations ‘flowing from it’.” and provided “no background information to
shareholders.” In Kohl’s Corporation (March 13, 2001), a shareholder proposal called for the implementation
of “the SAB000 Social Accountability Standards” from the Council of Economic Priorities. Kohl’s -
Corporation argued that the proposal was vague, false and misleading in part because the proposal “fail{ed] to
describe or summarize the many principles embodied in SA8000 in enough depth to fully inform shareholders
of what actions it would require the company to take.” In both these instances, the Commission’s staff stated
that there appeared to be a basis for excluding a shareholder proposal pursuant to Rule 14a-8(1)(3).

The Proposal is similar to the proposals in Johnson & Johnson and Kohl’s Corporation in that it also does not
describe the substantive provisions of the request. Without a more thorough description of the substantive
provisions of the Guidelines, the Company’s shareholders will not be able to discern what they are being
asked to consider. Moreover, the shareholders will not be in a position to determine whether the proposed
sustainability report is worth the expenditure of management time and the resources necessary to prepare it.
Although the Proposal refers to a website where the Guidelines can be obtained, it is unreasonable for the
Proponent to assume that all of the shareholders will have access to the internet and will be able to
comprehend the complex and voluminous reporting system called for by the Guidelines.

B. The Proposal does not identify a clear set of standards that must be applied.

The Proposal refers to “reporting principles” and “guidance for report content.” The Proposal fails to identify
the “reporting principles” set forth in the Guidelines or the types of discretionary decisions the Company
would be required to make in preparing the report. The Guidelines describe at least two levels of compliance
ranging from “in accordance with the Guidelines,” which would require strict compliance with the principles
and guidance or an “incremental approach,” which would presumably be something less than strict adherence
to the principles and guidance. Absent a clearly defined request, it is difficult for a shareholder to determine
what the content of any report prepared by the Company would be, whether the report is worth the
expenditure of management time and the financial resources necessary to prepare the report and whether the
report would even be useful to investors or management.

Although the shareholders would be the first to struggle with the vague and indefinite Proposal, if the
shareholders were to approve the Proposal, the Company would be faced with essentially the same problems.
Once approved, the Company would struggle with, among other things, what the report must cover, which
standards must be applied and how the information must be presented. The Proposal is vague in this respect
and the Company cannot look to the Guidelines to clarify because the Guidelines themselves do not provide
adequate guidance, but instead cover numerous topics and standards and various methods and levels of
reporting. Because of the lack of guidance, the Company is faced with the potential problem of adopting an
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incorrect standard and determining what topics to cover in the report and the degree to which each must be
covered. Without further guidance, it is impossible for the Company to discern how it could satisfy the new
reporting requirement.

In addition, the Proposal refers to a “flexible system for sustainability reporting” and an “incremental
approach” that can be adopted when preparing a report. However, this flexible system actually increases the
vagueness and indefiniteness of the Guidelines and the Proposal, because neither addresses what content of
the report may be omitted or what incremental steps should be taken or a timeframe for publishing a report “in
accordance with” the Guidelines. Because the Proposal does nothing to clarify the vague Guidelines or
provide guidance on the various interpretations that arise out of the Guidelines, the Proposal lacks the
definiteness of what exactly the shareholders are being asked to approve or what the Company would be
required to do in order to satisfy the Proposal. :

Finally, the Proposal fails to provide the Company with any instructions or guidance regarding publication or
dissemination of the report. The Proposal is completely silent on this point. Even assuming the Company
was able to determine the content of the report, the Company cannot determine whether it would be required
to publish the report and make it publicly available, whether it could limit the dissemination of the report to
key personnel or whether it merely needs to prepare the report and make it available upon request by certain,
unspecified individuals. Without any clear instructions, management could not determine what action, if any,
management would be required to take after preparing the report.

C. The Guidelines are vague.

The Guidelines are vague and do not adequately explain what information the Company will be required to
report. The Guidelines call for disclosure regarding many different topics including:

e Policies and/or systems for managing upstream and downstream impacts, including:
o Supply chain management as it pertains to outsourcing and suppliers’ environmental and
social performance; and
e Product and service stewardship initiatives;
* Reporting approaches to managing indirect economic, environmental and social impacts; and
e Criteria/definitions used in any accounting for economic, environmental and social costs and
benefits.

It would be difficult if not impossible for the Company to determine the type and extent of information
relating to these topics that it would be required to include in a report.

The Proposal does not clarify which of these levels of compliance the shareholders would be asking the
Company to satisfy. Instead, the lack of guidance from the Proposal, and the Guidelines themselves, makes it
unclear whether the shareholders would be asking the Company to prepare a report that strictly complies with
the Guidelines or a report that merely uses the Guidelines as an outline.
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If the Company were to prepare a report “in accordance with the Guidelines,” the Company would be
required to invest a significant amount of time and resources. If a majority of the shareholders approved the
Proposal, it would not be clear to the Company whether it was required to expend the significant time and
resources necessary to prepare a report “in accordance with the Guidelines” or whether the Company was
being asked to use the “incremental report” standard.

Finally, the Guidelines state that the GRI Board of Directors’ goal is to release an updated version of the
Guidelines sometime in 2004. See Guidelines, p. ii. This statement indicates that the Guidelines may be
revised before or after the time that the Company’s shareholders request a report. The Proposal provides no
guidance regarding the version of the Guidelines on which the Company should base its report. Even
assuming the Guidelines are updated before the annual shareholders meeting, the Company’s shareholders
may not have an opportunity to evaluate the “updated” Guidelines in time to make an informed decision about
the Proposal. This problem would only be exacerbated if the Guidelines were revised after the annual
shareholders meeting.

I The Proposal is excludible because it deals with matters relating to the Company’s ordinary
business operations.

Rule 14a-8(1)(7) permits issuers to exclude shareholder proposals that deal with matters relating to an issuer’s
ordinary business operations. The policy behind Rule 14a-8(i)(7) is to “confine the resolution of ordinary
business problems to management and the board of directors, since it is impracticable for shareholders to
decide how to solve such problems at an annual shareholders meeting.” Release No. 40018 (May 21, 1998).

The Commission indicated in Release No. 40018 that the two central considerations in applying the ordinary
business operations exclusion are the subject matter of the proposal and whether the proposal seeks to “micro-
manage” the Company. A proposal seeks to “micro-manage” operations when it probes “too deeply into
matters of a complex nature upon which the shareholders, as a group, would not be in position to make an
informed judgment,” including when a proposal “seeks intricate detail, or seeks specific time-frames or
methods for implementing complex policies.” Release No. 40018.

The Guidelines solicit discussion of several intricate and complex topics and methods for implementing
complex policies that depend on a wide variety of factors, including, in addition to those mentioned above:

o List of stakeholders, key attributes of each, and relationship to the Company;

o Significant changes from previous years in the measurement methods applied to key economic,
environmental and social information;

e Major decisions during the reporting period regarding the location of, or changes in, operations;
and

¢ Performance indicators related to economic, environmental and social performance.

Without a thorough discussion of all of the Company’s operations, procedures and policies, shareholders
cannot evaluate and make an informed judgment regarding these topics.
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A. The Proposal is excludible because it calls for disclosure on topics that constitute
“ordinary business operations.”

Where one or more of the matters to be covered in a report relates to a company's ordinary business
operations, the Commission’s staff has taken the position that the proposal requesting the report can be
excluded in its entirety. Wal-Mart Store, Inc. (March 15, 1999); Kmart Corporation (March 12, 1999); The
Warnaco Group, Inc. (March 12, 1999). In several instances, a company sought to omit from its proxy
materials a proposal requesting that its board of directors report on the company’s actions to ensure that it did
not purchase from suppliers that use forced, convict or child labor or failed to comply with laws protecting
employees’ rights. The Commission’s staff permitted each company to exclude the entire proposal despite
the fact that each proposal raised significant social issues. The Commission’s staff “noted in particular that,
although the proposal appears to address matters outside the scope of ordinary business, paragraph 3 of the
description of matters to be included in the report relates to ordinary business operations.” See Wal-Mart
Stores, Inc. (March 15, 1999); Kmart Corporation (March 12, 1999); The Warnaco Group, Inc. (March 12,
1999).

The Guidelines call for disclosure regarding a number of items relating to the Company’s ordinary business
operations, any of which would be sufficient to render the Proposal excludible in its entirety. The following
is a discussion of several of the ordinary business matters covered by the Guidelines.

Employee Matters

Part C (Report Content) of the Guidelines seeks disclosure about labor and employment practices. The
Guidelines call for reporting on total payroll and benefits, including wages, pension, other benefits, and
redundancy payments, broken down by country or region. See Economic Performance Indicator (EC)S,
Guidelines, p. 47. The section of Part C entitled “Social Performance Indicators: Labor Practices and Decent
Work” solicits disclosure of numerous items relating to employment practices, including information on the
composition of a company’s work force, employee benefits, labor organization and collective bargaining,
safety of working conditions, training, equal opportunity policies, human rights, non-discrimination, freedom
of association, child and forced labor, and discipline. See Labor Performance Indicator (LA)1-LA17, Human
Rights Performance Indicator (HR)1-HR 14, Social Performance Indicator (SO)1-S07, Guidelines, pp. 52-55.
In addition, other items scattered throughout Part C call for disclosure about employment-related matters.'

Both the Commission and its staff have stated that proposals involving “the management of the workforce,
such as the hiring, promotion, and termination of employees” and other employment and labor matters relate
to ordinary business operations. Release No. 40018; see also Staff Legal Bulletin No. 14A (July 12, 2002)
(citing same); Wal-Mart Stores, Inc. (March 15, 1999); Kmart Corporation (March 12, 1999); The Warnaco
Group, Inc. March 12, 1999). Accordingly, the Commission’s staff has concluded that issuers may exclude
proposals relating to general employee compensation matters in reliance on Rule 14a-8(1)(7). See Staff Legal
Bulletin No. 14A (July 12, 2002); see also, e.g., Xerox Corporation (March 31, 2000) (proposal requesting

!'See, e.g., Section 2.8, Guidelines, p. 39 (number of employees: breakdown of employees by country/region); Section
2.9, Guidelines, p. 40 (key attributes of stakeholders, including trade unions (relation to workforce and reporting
organization), and direct and indirect workforce (size, diversity, relationship to reporting organization)).
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that company provide its employees competitive compensation and benefits excludible because proposal
related to “general employee compensation matters”). The Commission’s staff reaches this conclusion not
only with respect to general employee compensation matters, but also with respect to proposals addressing
employee benefits.?

In addition, the Guidelines focus on the Company’s policies and practices relating to overall working
conditions, salaries and benefits, training, health and safety, and other employment issues. These disclosures
relate to the management of the Company’s workforce and do not raise significant social policy issues.
Accordingly, the Proposal, which requests a report “based upon” the Guidelines, constitutes the type of
proposal that continues to be regarded as addressing ordinary business, as contemplated by the Commission in
Release No. 40018.

Selection of Suppliers/Vendors

The Guidelines also call for disclosure about the Company’s relationships with, and the conduct of, the
Company’s suppliers and vendors. More specifically, the Guidelines seek disclosure about the key attributes
of a company’s suppliers, including information about the products and services provided by suppliers and the
suppliers’ local, national and international operations. See Section 2.9, Guidelines, p. 40.° Both the
Commission and the Commission’s staff have taken the position that proposals relating to a company’s
relationships with suppliers and vendors are excludible because they address matters of ordinary business
operations. Release No. 40018

As set forth in Release No. 40018, an example of a task that is “so fundamental to management’s ability to
run a company on a day-to-day basis” that it cannot, “as a practical matter, be subject to direct shareholder
oversight” is “retention of suppliers.” Consistent with the considerations underlying Rule 14a-8(1)(7), the
Commission’s staff has permitted the exclusion of proposals that addresses the practices of a company's
suppliers. See, e.g., Seaboard Corporation (March 3, 2003) (permitting exclusion of proposal requesting
report on use of antibiotics by company's hog suppliers); Hormel Foods Corporation (November 19, 2002)
(permitting exclusion of proposal requesting report on use of antibiotics by company's meat suppliers).

? See, e.g., Wal-Mart Stores, Inc. (April 2, 2002) (proposal requesting that board implement specified changes involving
employee discounts, company contributions to employee stock purchases, hourly pay, use of company gift cards, stock
option grants, and employee control of displaying merchandise excludible because proposal related to "employee
benefits, general compensation matters ... and employee relations"); AT&T Corp. (March 1, 2002) (proposal requesting
that board revise company's health coverage policy to provide free lifetime health insurance to retirees excludible
because proposal related to "employee benefits"); Hilton Hotels Corporation (March 14, 2003) (proposal urging the
board to provide an accounting of all executive retirement benefits, including but not limited to all forms of deferred
compensation and supplemental retirement and retention plan excludible because it related to "general employee
benefits").

* See also, e.g., Section 3.16, Guidelines, p. 43 (policies and systems for managing upstream and downstream impacts,
including supply chain management as it pertains to outsourcing and supplier environmental and social performance);
EC11, Guidelines, p. 47 (supplier breakdown by organization and country, including a list of all suppliers from which
purchases in the reporting period represent 10% or more of total purchases in that period and all countries where total
purchasing represent 5% or more of gross domestic product); EN33, Guidelines, p. 50 (supplier performance relative to
environmental components of programs and procedures for managing upstream and downstream impacts described in
Section 3.16).
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Similarly, the Commission’s staff has permitted the exclusion of proposals requesting information on a
company’s practices relating to the selection of vendors and suppliers. In Wal-Mart Stores, Inc. (April 10,
1991), for example, the Commission’s staff took a no-action position with respect to a proposal requesting a
report on the issuer's efforts to purchase goods and services from minority and female-owned businesses. In
doing so, the Commission’s staff “particularly noted that the proposal involves a request for detailed
information on ... the Company's practices and policies for selecting suppliers of goods and services.” See
also Wal-Mart Stores, Inc. (April 10, 1992) (permitting exclusion of proposal involving request for detailed
information on, among other things, “relationships with suppliers and other businesses™).

The Company considers numerous factors in selecting and retaining its suppliers and vendors, including, but
not limited to, the quality of products and/or services offered; location; competitive pricing; distribution
capabilities; environmental, health and safety performance; and human resources practices. Evaluating these
considerations is an integral part of the Company's daily business operations and cannot, from a practical
standpoint, be subject to direct shareholder oversight. Because the report sought by the Proponents calls for
disclosure "based upon" items in the Guidelines that involve the Company's selection of, and relationships
with, its vendors and suppliers, the Proposal addresses matters that relate to the Company's ordinary business
operations and is therefore excludible under Rule 14a-8(1)(7).

Products and services offered by the Company.

In addition to disclosure relating to other aspects of the ordinary business operations of the Company, the
Guidelines also seek disclosure about the Company’s decisions regarding the selection of products and the
manner of production. The Commission’s staff has consistently taken the position that decisions regarding the
products and services that a company provides, and the manner in which a company furnishes such products
and services, are matters of ordinary business.

Section 2.2 of the Guidelines, entitled "Major products and/or services, including brands if appropriate,"
states that the reporting organization should “indicate the nature of its role in providing these products and
services, and the degree to which the organization relies on outsourcing.” See Guidelines, p. 39. Various other
items throughout Part C (Report Content) of the Guidelines would call for other disclosures relating to the
Company’s products and services.*

* See, e.g., Section 2.8, Guidelines, p. 39 (quantity or volume of products produced/services offered; breakdowns of
major products and/or identified services); Section 3.16, Guidelines, p. 43 (policies and/or systems for managing
upstream and downstream impacts, including product and service stewardship initiatives (including efforts to improve
product design to minimize negative impacts associated with manufacturing, use and final disposal)); Economic
Performance Indicator (EC)13, Guidelines, p. 48 (major externalities associated with the reporting organization's
products and services); Environmental Performance Indicator (EN) 14, Guidelines, p. 50 (significant environmental
impacts of principal products and services); EN15, Guidelines, p. 50 (percentage of weight of products sold that is
recyclable or reusable at the end of the products' useful life and percentage that is actually recycled or reused); EN18,
Guidelines, p. 49 (energy consumption footprint (i.e., annualized lifetime energy requirements) of major products);
Social Performance Indicator: Product Responsibility (PR)2, Guidelines, p. 55 (description of policy,
procedures/management systems, and compliance mechanisms related to product information and labeling); PR7,
Guidelines, p. 55 (number and types of instances of non-compliance with regulations concerning product information
and labeling, including any penalties or fines assessed for non-compliance).
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Decisions regarding the location of, or changes in, the Company's operations.

In seeking disclosure “based upon” the Guidelines, the Proposal also calls for disclosure about decisions
regarding the location of, and changes in, the Company's operations. Section 3.18 of the Guidelines provides
that reporting organizations should "explain major decisions” during the reporting period regarding the
location of, or changes in, operations, including decisions such as “facility or plant openings, closings,
expansion, and contractions.”

Proposals relating to decisions about the location of office or operating facilities, including decisions about
whether to build new facilities or cease operations in a particular location, have been consistently viewed, by
the Commission’s staff, as matters of ordinary business. See e.g., MCI WORLDCOM, Inc. (April 20, 2000)
(determination of the location of office or operating facilities); Minnesota Corn Processors, LLC (April 3,
2002) (decisions relating to location of corn processing plants); The Allstate Corporation (February 19, 2002)
(decision to cease operations in a particular location); Tenneco Inc. (December 28, 1995) (determination of
location of corporate headquarters).

The Company routinely makes decisions about where to locate stores, and where to expand or contract
various segments of its business. The Company continuously researches sites for potential future expansion
nation wide. These types of decisions involve complex considerations and are best left to the expertise of the
Company's management. Because the report sought by the Proponents calls for disclosure about the location
of the Company's operations and changes in the Company's operations, the Proposal addresses matters that
relate to the Company's ordinary business operations.

Financial Disclosure

In seeking disclosure "based upon” the Guidelines, the Proposal also calls for various financial disclosures.
Part C (Report Content) in the Guidelines calls for "Economic Performance Indicators" that "have a scope and
purpose that extends beyond that of traditional financial indicators.” In particular, the Guidelines call for
detailed financial information about customers, suppliers, employees, providers of capital and the public
sector not traditionally required by generally accepted accounting principles ("GAAP") or by disclosure
standards under applicable law.’

The Commission’s staff has consistently concurred that proposals addressing financial reporting and
accounting policies not required by GAAP or by disclosure standards under applicable law may be excluded
as relating to a company's ordinary business operations. Certain of the additional financial disclosures called
for by the Guidelines, which the Proponent is consequently requesting, are not required by either GAAP or by
any other law applicable to which the Company is subject. In connection with a proposal requiring the
registrant to prepare current cost basis financial statements for the registrant and its subsidiaries, the
Commission’s staff has stated that “the determination to make financial disclosure not required by law” is

5 See, e.g., Economic Performance Indicator (EC)2, Guidelines, p. 47 (geographic breakdown of markets); EC4,
Guidelines, p. 47 (percentage of contracts that were paid in accordance with agreed terms, excluding agreed penalty
arrangements); EC8, Guidelines, p. 48 (total sum of taxes of all types paid broken down by country).
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considered to be a matter relating to a company's ordinary business operations. Santa Fe Southern Pacific
Corp. (January 30, 1986). See also American Stores Company (April 7, 1992) (reporting information not
required by GAAP or disclosure standards under applicable law); Minnesota Mining & Manufacturing
Company (March 23, 1988) (determination to include disclosure in company’s annual report not required by
generally accepted accounting principles or disclosure standards established under applicable law); The Chase
Manbhattan Corporation (March 4, 1999) (disclosure in financial reports); NiSource Inc. (March 10, 2003)
(presentation of financial information); General Electric Company (January 21, 2003) (presentation of
financial information).

The detailed financial information required by the Guidelines regarding customers, suppliers, employees,
providers of capital and the public sector do not raise significant social policy issues. Because the report
sought by the Proponents calls for financial disclosures, the Proposal addresses matters that relate to the
Company's ordinary business operations.

B. The Proposal seeks to micro-manage the Company's business and therefore the
Proposal is excludible. :

The Proposal clearly seeks to micro-manage the Company. Proposals that seek to impose "methods for
implementing complex policies" are excludible. See Release No. 40018. This is precisely what the Proposal
seeks, i.e., the imposition of a requirement to review complex management policies regarding the Company's
performance in different areas of the Company’s ordinary business operations. Moreover, the Commission
has also stated that “some proposals may intrude unduly on a company's ordinary business operations by
virtue of the level of detail that they seek.” Release No. 40018; see also Capital Cities/ABC, Inc. (April 4,
1991) and Wal-Mart Stores, Inc. (April 10, 1991). Because the establishment of a program that tests the
performance of various business units and the Company as a whole is a task of tremendous scope that
necessarily involves large amounts of detail for a business the size of the Company, by seeking to insert the
shareholders into the Company’s review of its operations, the Proposal probes too deeply into matters of a
complex nature upon which shareholders as a group are not in a position to make an informed judgment.

C. The Proposal does not raise a significant social policy.

The Commission stated in Release No. 40018, as reiterated in Staff Legal Bulletin No. 14A, that proposals
that focus on “sufficiently significant social policy issues” are not excludible because they “transcend the day-
to-day business matters.” The Company is not aware of an instance where the Commission’s staff has
concluded that the retail sale of consumer products raises significant social policy issues. Consistent with this
statement, on many occasions, the Commission’s staff has concluded that decisions regarding the sales and/or
development of particular products, including landmines and sexually explicit literature and media, relate to a
company’s ordinary business operations and do not raise significant social or policy issues. See Alliant
Techsystems Inc. (May 7, 1996); Kmart Corporation (February 23, 1993); and McDonald’s Corporation
(March 9, 1990). The Company’s business involves retail sale of home improvement products and
equipment. It is difficult to see how the Company’s products or operations raise significant social or policy
issues when landmines and sexually explicit literature and media do not.



U.S. Securities and Exchange Commission
January 23, 2004
Page 12

Conclusion

The Proposal should be excluded pursuant to Rule 14a-8(1)(3) because it is vague and indefinite and, therefore
misleading. In addition, the Proposal is properly excludible pursuant to Rule 14a-8(i)(7) because it deals with
matters relating to the Company’s ordinary business operations. We respectfully request your confirmation
that the Division of Corporation Finance will not recommend any enforcement action to the Commission if
the Proposal is omitted from the Company’s proxy statement for the reasons stated above.

Please feel free to call Dumont Clarke at 704.331.1051 or Tom O’Donnell at 704.331.3542 if you have any
questions or comments.

Yours truly,
MOORE & VAN ALLEN PLLC
Thomas H. O’Donnell, Jr.

Encls.



EXHIBIT A
December 8, 2003

Corporate Secretary

Lowe’s Companies Inc.

1605 Curtis Bridge Road
Wilkesboro, North Carolina 28697

Dear Secretary:

I am writing to you on behalf of Domini Social Investments, the manager of a socially
responsible family of funds based on the Domini 400 Social Index, including the Domini Social
Equity Fund, the nation’s oldest and largest socially and environmentally screened index fund.
Our funds’ portfolio holds more than 200,000 shares of Lowe’s.

In early November, we wrote to Mr. Tillman and to Lowe’s Investor Relations department,
encouraging the company to pursue standardized sustainability reporting as described in the
Global Reporting Initiative (GRI) Sustainability Reporting Guidelines. To date, we have
received no response. We are therefore submitting the enclosed shareholder proposal for
inclusion in the 2004 proxy.

The attached proposal is submitted for inclusion in the next proxy statement in accordance with
Rule 14a-8 of the General Rules and Regulations of the Securities Act of 1934. We intend to
maintain ownership of the required number of shares through the date of the next stockholder’s
annual meeting. A letter verifying our ownership of Lowe’s shares from Investors Bank and
Trust, custodian of our Portfolio, is forthcoming under separate cover. A representative of

Domini will attend the stockholders’ meeting to move the resolution as required by the SEC
Rules.

We look forward to hearing from you and to discussing our proposal further. I can be reached at
(212) 217-1027 and at akanzer@domini.com.

Sincerely,
/s/ Adam Kanzer
Adam Kanzer

General Counsel and Director of Shareholder Advocacy
Encl.

CHARI1\740052 1



RESOLUTION TO DISCLOSE SUSTAINABILITY PERFORMANCE
Whereas:

We believe that the global economy presents corporations with the challenge of creating
sustainable business relationships by participating in the sustainable development of
communities in which they operate;

According to the Dow Jones Sustainability Group, sustainability includes: Encouraging long
tasting social well being in communities where they operate, interacting with different
stakeholders (e.g. clients, suppliers, employees, government, local communities, and
non-governmental organizations) and responding to their specific and evolving needs, thereby
securing a long-term ‘license to operate,” superior customer and employee loyalty, and ultimately
superior financial returns. (www.sustainability-index.com; March 2000);

We believe the linkage between sustainability performance and long-term shareholder value is
awakening mainstream financial companies to new tools for understanding and predicting value
in capital markets. Major firms, including ABN-AMRO, Neuberger Berman, Schroders, T.
Rowe Price, and Zurich Scudder, subscribe to information on social and environmental risks and
opportunities to help make investment decisions, according to Innovest, an environmental
investment research consultant;

Companies increasingly recognize that transparency and dialogue with stakeholders about
sustainability are key to business success. For example, 3M Company reports that its long-term
success depends upon implementing principles of sustainable development and “stewardship to
the environment.” Likewise, Alliant Energy states that tomorrow’s investors will support energy
companies “that have demonstrated the ability to minimize their impact On the environment”;

We believe sustainability reporting will foster this dialogue and provide non-financial
information that contributes to long-term shareholder value. The Dow Jones Sustainability Index
World (DJSI World), which analyzes financial performance and the economic, environmental,
and social performance of included companies, has outperformed the Dow Jones Global Index
from 1994 through 2002;

We believe sustainability reporting can also warn of trouble spots and signal cost-saving
opportunities to management and shareholders. Disclosure of energy consumption allows
companies and shareholders to assess environmental performance, potential regulatory actions,
and reputational risk associated with business activities;

The Global Reporting Initiative (GRI) (www.globalreporting.org) is an international
standard-setting organization with representatives from business, environmental, human-rights
and labor communities. The GRI Sustainability Reporting Guidelines (the Guidelines), created
by the GRI, provide companies with (1) a set of reporting principles essential to producing a
balanced and reasonable report and (2) guidance for report content, including performance
against core indicators in six categories (direct economic impacts, environmental, labor practices
and decent work conditions, human rights, society, and product responsibility);

CHARI1V740052_ 1



The Guidelines provide a flexible system for sustainability reporting that permits a company to
use an “incremental approach” where a company may omit some content requested by the
Guidelines but “base their reports on the GRI framework and incrementally improve report
content coverage, transparency, and structure over time”,

More than 300 companies worldwide, including Agilent Technologies, Baxter International,
BASF, British Telecom, Bristol-Myers Squibb, Danone, Electrolux, Ford, General Motors,
Interface, KLM, NEC, Nike, Nokia, and Volkswagen, use the Guidelines for sustainability

" reporting;

RESOLVED:
That shareholders request that the company prepare a sustainability report (at reasonable cost and

omitting proprietary information) based on the Global Reporting Initiative’s sustainability
reporting guidelines by November 1, 2004, '

CHARIN740052_ 1
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PREFACE

The Board of Directors of the Global Reporting Initiative (GR1} is pleased to release the
2002 Sustainability Reporting Guidelines. This event marks a major milestone in the evo-
lution of GRI both as an institution and as a reporting framework. From an institutional
perspective, it marks the beginning of the first cycle of release, testing, review, and revi-
sion under GRI'S new governance structure. From a reporting perspective, the 2002
Guidelines represert the culmination of two years of revisions work involving hundreds
of individuals. as well as a significant advancement in rigour and quality refative to the
June 2000 Guidelines. The GRI Board recognises that this remains “work in progress”.
GRI is a living process that operates in the spirit of “learning by doing”. We are con-
vinced that the lessons gained from using the Guidelimes are the best compass for guid-
ing ongoing improvement.

The GRI was launched in 1997 as a joint initiative of the U.S. non-governmental organ-
isation Coalition for Environmentally Responsible Economies (CERES) and United
Nations Environiment Programme with the goal of enhancing the quality, rigour, and
atility of sustainability veporting. The initiarive has enjoved the active support and
engagement of representatives from business, non-profit advocacy groups, accounting
bodies, investor organisations, trade unions, and many more. Together, these different
constituendies have worked to build a consensus around a set of reporting guidelines
with the aim of achieving worldwide acceptance.

The first set of GRI Susininability Reporting Guidelines appeared as an Exposure Draft in

1999. Following testing and public conunent, the GRI released the June 2000 .
Guidelines. A revision process began immeediately and continued over the next two years,

culiminating in the work of the past six months. The process has benefited from exten-

sive public comment from stakeholders worldwide. Every comment was carcfully

considered and a deliberate choice was made on which to incorporate. We recognise

that not all suggestions were integrated into the new Guidelines but we strongly encour-

age continued engagement from all parties during the next cyde of revisions.

GRI recognises that developing a globally accepted reporting framework is a long-term
endeavour. In comparison, financial reporting is well over half a century old and still
evolving amidst increasing public antention and scrutiny. The 2002 Geiddelines represent
the GRT Board’s view of a consensus on a reporting {ramework at this point in time
that'is a blend of a diverse range of perspectives.

There are nuwmerous ways to use the 2002 Guidelines. An organisation may choose 1o
simply use them for informal reference or to apply the Guidelines in an incremiental
fashion. Alternatively, an organisation may decide to report based on the more demand-
ing level of “in accordance”. This level of reporting relies on transparency to balance
the need for flexibility in reporting with the goal of enhancing comparability across
reporters. GRI welcomes all reporting organisations—whether beginners or advanced—

as users of the Guidelines.




The release of the 2002 Guidelines marks the beginning of a new cycle of revisions.
The GRI Board of Directors is developing a clear and derailed due process for the fur-
ther relinernent of the 2002 Guidelines with the aim of releasing an updated version in
2004. Duying the next two years, this process will offer ample opportunity for consul-
tation on all aspects of the Guidelines. We invite all parties to join LlS-—th()LlQh testing,
through working groups, through interactions with GRI's governance siructure—
in the on-going process of building the core guidelines, sector supplements, and tech-
nical protocols of the GRI framework into the next step forward in the evolution of
sustainability reporting.

Dr. Judy Henderson
Chair, GRI Board of Directors
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INTRODUCTION

The Global Reporting Tnitiative (GRI} is a long-term, multi-stakeholder, international
process whose mission is to develop and disseminate globally applicable Sustainability
Reporting Guidelines (“Guidelines”y. These Guidelines are for voluntary usc by organisa-
tionsi for reporting on the economic, environmental, and sodal dimensions of their
activities, products, and services2. The aim of the Guidelines is 1o assist reporting organ-
isations and their stakeholders in articulating and understanding contributions of the
reporting organisations to sustainable development.

Since publication of the first Guidelines in June 2000, the trends that catalysed the for-
mation of GRI have continued unabated and, in most cases, have intensified. The
issues—globalisation and corporate governance, accountability, and citizenship-—have

now moved to the mainstream of policy and management debates in many organisa-
tions and the countries in which they operate. The turbulent first years of the 21st cen-
tury underscore the reason {or GRI's rapid expansion: higher standards of accountability
and increasing dependence on wide-ranging external multi-stakeholder networks will

form a significant part of the fabric of organisational praciice in the years to come.

Support for creating a new, generally accepted disclosure framework for sustainability
reporting continues to grow among business, dvil society, government, and labour stake-
holders. GRI's rapid ¢volution in just a few years from a bold vision to a new perma-
nent global instinution reflects the imperative and the value that various constituencies
assign to such a disclosure framework. The GRI process, rooted in inclusiveness, trans-
parency, neutrality, and continual enhancement. has enabled GRI 1o give concrete
expression to accountability {see Anmnex 1 for an overview of GRL)

TRENDS

“What, specifically, are the key trends during the fast two years that have fuelicd GRIs
swift progress? Amnong the most influential are:

Expanding globalisation: Expansion of global capital markets and information tech-
nology continue to bring unprecedented opportunities for the creation of new wealth.
At the same time, there is deep seépticism among many that such wealth will do any-
thing to decrease social inequities. While governmental and non-governmmental enti-
ties are major playcers in the globalisation process, it is corporate activity that remains
its driving force. The result: all parties—including corporations—are seeking new {orms
of accountability that credibly describe the consequences of business activities wher-
ever, whenever, and however they oceur.

Searclt for new forms of global governance: Globalisation challenges the capacity of
existing international and national institutions to govern corporate activity. One
dramatic indication of this concern has been the incipient interest in a binding inter-

. This includes corporale, governmental, and non-governmental organisations. Al are included within
GRY's mission. In its [irst phase, GRI has emphasised use of the Cuidelines by corporations with the
expectation that governmental and non-governmenial organisations will follow in due course.

N

. GRI uses the tenm “sustainability reponting” synonymously with citizenship veporting, social reporting.
triple-botiom Hine reporting and other terms that encompass the gconomic, environmenial. and social
aspects of an wrganisation’s performance.




EFFECTIVE CORPORATE
GOVERNANCE DEPENDS ON
ACCESS TO RELEVANT, HIGH-
QUALITY INFORMATION THAT
ENABLES PERFORMANCE
TRACKING AND INVITES NEW
FORMS GF STAKEHOLDER
ENGAGEMENT.

national convention on corporate accountability. The borderless global economy
requires equally borderless governance structures 1o help direct private sector activity
toward outcomes that are sodially and environmentally, as well as economically, ben-
eficial. New models of international governance, affecting such areas as greenhouse
gas emissions, torestry and fishing practices, ozone depletion, labour practices, and finan-
cial accounting standards, exemplify a new generation of initiatives that align gover-
nance with the challenges of an increasingly complex and interconnected world. A key
theme in all of these emerging governance models is the demand for higher levels of
transparency.

Refornr of corporate goversapice: Pressures on corporations to establish and maintain
high standards of internal governance are accelerating. As society witnesses the grow-
ing influence of corporations in driving econormic, environmental, and social change,
investors and other stakeholders expect the highest standards of ethics, transparency,
sensitivity, and responsiveness from corporate executives and managers. Governance
systerns are increasingly expected 1o extend beyond their traditional focus on investors
to address diverse stakeholders. The independence of board members, executive par-
ticipation in external partnerships, compensation and incentive schemes, and integrity
of auditors are under increasing scrutiny. Effective corporate governance depends on
access to relevant, high-quality information that enables performance tracking and
invites new forms of stakeholder engagernent. The proliferation of corporate gover-
nance initiatives—the Cadbury Commission and the Turnbull Report in the United
Kingdom (UK), the King Report in South Africa, Brazil's imnovaiive New Stock
Exchange, OECD's Guidelines for Mudiinational Enterprises and Corporate Gevernace Prin-
aples, and the World Bank’s Corporate Governance Forum—attest to rising expecta-
tions for high standards of corporate behaviour.

Global role of emerging economnies: The same globalisation, accountability, and gov-
ernance trends evident int industrial nations are taking root in emerging economices.
Nations such as Brazil, India, and South Africa are full participants in the globalisation
process. The technology innovation and capital flows that powered globalisation in the
last decade now permeate these emerging nations, positioning them as regional and
global players on the econontic stage of the 21st century. At the same tirne, tightly linked
global supply chains are spreading common management practices and increasing
accountability pressures into all segments of the value chain. Corporate accountability
has expanded {rom its early association with mulii-national {or trans-national) corpo-
rations into a broad-based movement that is affecting privare sector entities of all sizes
around the world.

Rising visibility of and expectations fov organisations: The spread of the 'Im_crm:t
and comrmunications techaologies is accelerating the global transfer of information and
amplifying the speed and force of feedback mechanisms. Consumers, supported by
growing media coverage of sustainability issues, have ready access to information about
organisations at an unprecedented level of detail. Companices in particular are lacing
more clearly articulated expectations from customers and consumers regarding their
contributions to sustainable development. Several recent high-profile events have
exemplified the risks to reputation and brand image assodated with poor sustainabil-
ity management.

Measurement of progress toward sustainable development: As sustainable devel-
opment has become widely adopted as a foundation of public policy and organisational

strategy, many organisations have turned their attention to the challenge of translat-




ing the concept into practice. The need to better assess an organisation’s status and align
future goals with a complex range of external factors and partners has increased the
urgency of defining broadly accepted sustainability performance indicators.

Governmenls’ interest in susiainability reporring: When GRI was conceived in 1997,

governmental interest in integrated cconomic, environmental, and social reporting was

scant. Today, voluntary, statutory, and regulatory initiatives abound. In Australia, the

United States of America {USA), Taiwan, Japan, and European Union countries such

as France, the Netherlands, UK, and Deninark, incentives and requirements (o enlarge CHARACTERISING THE
the scope of conventional corporate financial reporting to include non-financial infor- “BRICKS AND MORTAR™
mation are rapidly unfolding. Some actions are motivated by national environmental
and sodial policy goals, others by investor pressures to obtain a clearer picture of cor- ECONOMY OF THE PAST WiLL
potate performance via the securities regulatory process. All indications point to NOT SUFFICE AS A BASIS FOR
continuing expansion of governmental reporting initiatives to new countries and
regions over the next few years.

CHARACTERISING TODAY'S
INFORMATION ECONOMY.
Financial markets’ istterest in sustainability reporting: The financial industry slowly

bur steadily is embracing sustainability reporting as part of its analytical toolkit. Spurred

in part by growing demand for social and ethical funds among institutional and indi-

vidual investors, new “socially responsible” indices are appearing each year. At the same
titne, the expioration of the refationship between corporate sustainability activities and
shareholder value is advancing. Linkages between sustainability performance and key
value drivers such as brand image, repuration, and future asset valuation are awak-
ening the mainstrear linancial markets 1o new tools for anderstanding and predict-
ing value in capital markets.

Emergence of next-goneration accounting: The late 20th century saw worldwide
progress in harmonising finandal reporting. Indeed, the rich tradition of tinancial report-
ing, continually evolving 10 capture and conununicate the financial condition of the
organisation, has inspired GRIS evolution. Yet today. many observers—inctuding
accountants themselves—recognise that characterising the “bricks and movtar” econ-
omy of the past will not suffice as a basis for charactevising today’s infermation
cconomy. Valuing intangible assets——human capital, environmental capital, afliances
and partmerships, brands, and reputation—must complement the valuation of con-
ventional tangible assets—factories, equipment, and inventory. Under the rubric of
“business reporting”, “intangible assets analysis”, and “value reporting”, a number of
accounting groups have launched programmcs to explore how accounting standards
should be updated to embrace such value drivers. New concepts of risk, opportunity,
and uncertainty are likely to emerge (see Annex 2).

BENEFITS OF REPORTING

All these trends are familiar to managers seeking to sharpen their competitiveness in
a globalising world. For the two thousand or more companics worldwide that are
already reporting, the business justification for economic, envirommenial, and social
reporting is fact, not hypothesis. While no reporting organisation may ever see the full
range of potential benefits, observers point to the following common views in the busi-
eSS COmINuLity:

» Effective management in a global economy, where information (veliable or unre-

lable) ravels at Internet speed, requires a proactive approach. Measuring and
reporting both past and anticipated performance is a critical management ol in
today’s high-speed, interconnected, “24-hour news” world.




introduction

¥ Today's strategic and operational complexitics require a comtinual dialogue with
investors, customers, advocates, suppliers, and employees. Reporting is a key ingre-
dient w building, sustaining, and contnually refining stakeholder engagement.
Reports can help communicate an organisation’s cconomic, environmental, and
sodal opportunities and challenges in a way far superior to simply responding 1o
stakeholder information requests.
»  Companies increasingly emphasise the importance of relationships with external
parties, ranging from consumers to investors 1 community groups, as key to
BY DRAWING THOUSANDS their business success. Transparency and open dialogue about performance,
prioritics, and future sustainability plans helps to strengthen these partnerships and

OF PARTNERS INTO A 10 build 1rust.

MULTI-STAKEHOLDER > Sustainability reporting is a vehicle for linking rypically discrete and insular func-
PROCESS, GRI CONTINUES tions of the corporation—{inance, marketing, rescarch and development—in a
more strategic manner. Sustainability reporting opens internal conversations where
TO WORK TOWARD . R ' ie
they would not otherwise occur.

HARMONISATION OF » The process of developing a sustainability report provides a warning of trouble

DISCLOSURE. spots—and unanticipated opportunitics—in supply chains, in communities,
among regulators, and in reputation and brand management. Reporting helps
managerment evaluate potentially damaging developments before they develop
into unwelcome surprises.

» Sustainability reportinig helps sharpen management’s ability to assess the organi-
sation’s contribution 1o natural, human, and social capital. This assessment enlarges
the perspeciive provided by conventional finandal accounts to create a more com-
plete picture of long-term prospeas. Reporting helps highlight the societal and eco-
togical contributions of the organisation and the “sustainability value proposition”
of its produas and services. Such measurement is central to maintaining and
strengthening the “licence to operate”.

+ Sustainability reporting may reduce volatility and uncertainty in share price for
publicly traded enterprises, as well as reduding the cost of capital. Fuller and
more regular information disclosure. including much of what analysts seek from
managers on an ad hoc basis, can add stability 10 a company's {inancial condition
by avoiding major swings in investor behaviour caused by untimely or unexpeaed
disclosures.

During 2000-2002, these trends, separately and synergistically, have reinforced inter-
est in GRI and its core mission.

CONFLUENCE OF NEED AND OPPORTUNITY

Yet much work remains. Inconsistent reporting approaches developed by business, gov-
ernment, and civil society continue to appear. At the same time, many other organi-
sations wonder how best to engage in reporting. As diverse groups seck information,
the multiplicity of information requests gives rise to redundancy. ineflidency, and frus-
tration. As was the case in June 2000, these 2002 Guidefines represent another step in
addressing the challenge of responding o surging information demands emanating from
competing reporting framewaorks. By drawing thousands of partners and hundreds of
organisations into a multi-stakcholder process, GRI continues to work toward har-
monisation of disclosure, thereby maximising the value of reporting for both report-

ing organisations and users alike.
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This confluence of need and opportunity underping GRI's rapid development. There
are, of course, many challenges ahead. GRI recognises that the goal of reporting on
econonic, environmental, and social performance at the organisational level—let alone
a fully integrated sustainability assessment of an organisation—is at the earliest stages
of a journey that will continue {or many vears.

But for GRL the {undamentals that inspired its creation remain unchanged. The long-
terim objective of developing “generally accepied sustainability principles” requires both
a congrete product incorporating the world's best thinking and a legitimate, dynamic
process through which continuous learning can occur. With a new permanent insti-
turion to implement it mission, GRY is positioned to deliver continually improving
guidelines, technical protocols, and sector supplements. Al will evolve on a platform
of technical excellence, a mulii-stakeholder process, and transparency embedded in

GRI's governance and operating practices.
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Part A: Using the GRI Guidelines

WHAT ARE THE GRI GUIDELINES?
The GRI Guidelines are a framework for reporting on an organisation’s ¢conomic,
environmental, and social performance. The Guidefines:

» present reporting prindples and spedfic content to guide the preparation of organ-
isation-level sustainability reports;

v

assist organisations in presenting a balanced and rcasonable piqure of their
economic. environmental, and sodial performance:
THIS 1S A TECHNICAL

» promote comparability of sustainability reports, while taking into account the
DOCUMENT, AIMED AT practical considerations related to disclosing information across a diverse range of
PRACTITIONERS, THAT oryganisations, many with extensive and geographically dispersed operations;
PRESENTS THE GRI ¥ support benchmarking and assessrent of sustainability performance with respect
GUIDELINES AND DESCRIBES to codes, performance standards, and voluniary initlatives; and
THEIR APPLICATION. » serve as an instrument to facilitate stakeholder engagement.

FOR A MORE GENERAL
INTRODUCTION TO THE
GUIDELINES, PLEASE SEE
THE COMPANION DOCUMENT:
INTRODUCING THE 2002
SUSTAINABILITY

REPORTING GUIDELINES

The Guidelincs are not:

-

a code or set of principles of conduct;

-

a performance standard (c.g., emissions target for a specific pollutant); or

Ad

a management system.

The Guidelines do not:

v provide instruction for designing an organisation’s internal data management and
reporting systeins; or

-

offer methodologics for preparing reparts. or for performing monitoring and
verification of such reports.

Introduction Trends driving sustainability reporting and
the benefits of reporting.

Part A: Using the GRI Guidelines General guidance on use of the Guidelines.

Part B: Reporting Principles Principles and practices that premote rigourous
reporting and underlie the application of the
Guidelines.

Part C: Report Content Content and compilation of a report.

Part D: Glossary and Annexes Additional guidance and resources for using
the Guidelines.
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Part A: Using the GRI Guidelines

WHAT Is A GRI “SUSTAINABILITY REPORT”?

The GRI Guidelines organise “sustainability reporting” in tenms of economic, environ-
mental, and sodial performance {also known as the “triple bottom line”). This struc-
ture has been chosen because it reflects what is currently the most widely accepted
approach to defining sustainability. GRT recognises that, like any simplification of a com-
plex challenge, this definition has its limitations. Achieving sustainability requires bal-
ancing the complex relationships between current economic, environmental, and social
needs in a manner that does not compromise future needs. Defining sustainability in
terins of three separate elements (economic, environmental, and social} can sometimes GRIis cOMMITTED TO
lead to thinking about each element in isclation rather than in an integrated manner. CONTINUALLY IMPROVING
Nonetheless, the triple bottom line is a starting point that is comprehensible to many, THE GUIDELINES IN LINE
and has achieved a degree of consensus as a reasonable entry point into a complex

issue. Looking ahead, GRIis committed to continually improving the structure and con- WITH THE EVOLYING

tent of the Guidelines in line with the evolving consensus on how to best measure per- CONSENSUS ON HOW
formance against the goal of sustainable development. TG BEST MEASURE

. PERFORMANCE
RELATIONSHIP TO STAKEHOLDER DIALOGUE AGAINST THE GOAL

A primary goal of reporting is w0 contribute to an ongoing stakeholder dialogue. Reports OF SUSTAINABLE

alone provide hittle value if they fail 1o inform stakeholders or support a dialogue that DEVELOPMENT.
influences the dedsions and behaviour of both the reporting organisation and its stake-

holders, However, GRI clearly recognises that the engagement process neither begins

naor ends with the publication of a sustainability report.

Within the broader context of stakeholder engagermnent, GRI's mission is to elevate the
quality of reporting to a higher level of comparability, consistency, and utility. The pur-
pose of these Guidelings, and the GRI frainework as a whole, is to capture an emerg-
ing consensus on reporting practices. This provides a point of reference against which
reporting organisations and report users can approach the challenge of developing effec-
tive and useful reporting practices.

- WHO SHOULD USE THE GUIDELINES?

Use of the GRI Guidelines is volumtary. They are intended to be applicable to organisa-
tions of all sizes and types operating in any location. The core guidelines embodied in
this documment are not specific to any single industry sector. This 2002 release has been
developed primarily with the needs of business organisations in mind, but other types
of organisations such as government agendcies and not-for-profit organisations can apply
the Guidelines.

The Guidelines ave intended to complement other initiatives to manage econemic, envi-
ronmental, and social performance and related information disclosure. The Guidelines
and GRI-based reports are not a substitute for legally mandated reporting or disclosure
requirements, nor do they override any local or national legislation. Reporting organ-
isations should note in their reports instances where government regulations, con-

ventions, or treaties restrict disclosure of irdonmation contained in the Guidelines.




AS OF JUNE 2002, DRAFT
SECTOR SUPPLEMENTS ARE
AVAILABLE FOR TOUR
OPERATORS AND FOR
FINANCIAL SERVICES (SOCIAL
PERFORMANCE INDICATORS
CONLY}. AUTOMOTIVE AND
TELECOMMUNICATIONS SECTOR
SUPPLEMENTS ARE UNDER
DEVELOPMENT, AND OTHERS
witt FOLLOW IN 2003.

Reporting by Smaller Organisations

Reporting may present a special challenge for smaller organisations—whether for-profit
or not-for-profit, private or public. Such organisations may choose 1o adopt an incre-
mental approach to implementing the Guidelines. GRI welcomes efforts 1o develop tools
to help smaller organisations begin using the Guidelines. Such tools will assist smaller
organisations 1o gradually move toward more comprehensive reporting.

THe GRI FAMILY OoF DOCUMENTS

“The GRI family of documents indudes the following:

v the Sustainabifity Reporting Guidelines {the “Guidelies™};
¥ sector supplements;

» issuc guidance documcnﬁ: and

» technical protocols.

Brief descriptions are as follows:

The Guidelines

This document is the foundation upon which all other GRI documents are based. The
Guidelines represent the reporting content that has been identified as most broadly rel-
evant to both reporting organisations and repart users. The document is the “cove”™ of
the GRI family of documents. Other supplements and guidance documents, focussed
on sectors and issues, are intended to add to, but nof replace, the Guidelines. In other
words, reporting organisations using a supplement ave also expected to use the
Guidelines by blending the two into a comprehensive reporting framework.

Sector Supplements

GRI recognises the limits of a one-size-fits-all approach and the importance of captur-
ing the unique set of sustainability issues faced by differentindustry sectors (e.g., mining,
automotive, banking). To address this need, GRI is developing sector supplements
through multi-stakeholder processes for use with the core Guidelines. These supplements
are at an early stage of development, but will grow in number and rigour over time.
The first examiples will begin appearing in 2002 as separate documents.

{ssue Guidance Documents

GRI expects to develop issue-spedfic guidance documents on topics such as “diversity”
and “productivity” to provide reporting organisations with additional models for organ-
ising the information in the Guidelines and sector supplements.

Technical Protocols

To assist users in applying the Gurdelines, GRI is developing its first technical protocols
on indicator measurement. Each protocol addresses a specific indicator {e.g., cnergy,
child labour) by providing detailed definitions, procedures, formulae, and references
to ensure consistency across veports. Over time, most of the indicators in the GRI
Guidelines will be supported by a specific technical protocol. The GRI protocols may also
extend o cover issues such as reporting boundaries or other questions pertaining o

reporting principles and structure.




thsing the GRI Guidelines
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PREPARING A REPORT USING THE
GRI Famiry of DOCUMENTS

An organisation preparing a GRI-based report should start with the Guidelines
(see Figure 1), If a sector supplement applicable to the reporting organisation is avail-
able, the reporting guidance and indicators contained in that supplement should be used
in addition to the indicators and information contained in the Guidelines. In the absence
of a sector supplernent, reporting organisations are encouraged to go beyond the infor-
mation contained in the Guidelines and to include whatever information is specific to
their sector and essential to ensuring a balanced and reasonable representation of their
sustainability performance. When reporting on specific indicators in either this docu-
ment or a supplement, reporting organisations should apply GRI technical protocols
whenever available.
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Figure 1. Fanuly of Docuinents

~ For more information on the GRI family of documents, visit
www.globalreporting.org.

RELATIONSHIP OF THE GUIDELINES TO
OTHER SUSTAINABILITY MANAGEMENT TOOLS

The last decade has seen a prolileration of tools to help organisations, especially busi-
nesses, manage their cconomic, environmental, and social performance. These tools
have appeared in a number of forms, ranging from codes of conduct to management
systems to internal perfornance assessment methodologies.

GRI, in contrast, is an external reporting framework that enables organisations to
communicate: 1) actions taken 1o improve cconomic, environmental, and social
performance; 2) the outcomes of such acions; and 3 future strategies for improvement.
The Guidefines do not govern an organisation’s behaviour. Rather, they help an organ-
isation describe the outcome of adopting and applying codes, policies, and management

systems.




GRI complements other tools and practices used by organisations to manage their
sustainability performance, including:

¥ charters or codes of conduct {general prindiples 1o guide an organisation’s
behaviour):

w

organisational policics (internal guidance or rules on how an organisation
addresses an issue);

-

standards (prescribed methodologies, processes, or performance targets);

-

third-party voluntary initiatives; and

-

GRI ATTE s 70 management systems (both cenifisbie and non-certifiable sysiems covering arcas
ATTEMPT . . . .
such as environmental and social performance or quality management;.

PROVIDE A REPORTING
Incorporating concepts and practices from a wide range of business, governmental,

_ labour, and NGO inidatives has enriched the GRI Guidelines. These include initiatives
OTHER INITIATIVES. that address issues at the facility, sector, organisational, national, and global levels. In
developing the Guidefines, GRI attempts to provide a reporting tool that both incorpo-
rates and cormplements other initiatives while remaining faithful 10 its overarching mis-
sion and reporting princples.

TOOL THAT COMPLEMENTS

REPORTING EXPECTATIONS AND DESIGN

The issues below are addressed in the following pages:

-

core versus additional indicators;

-

fiexibility in using the Guidelines;

-

custornising a report within the GRI framework;

-

frequency and medium of reporting;

-

financial reports; and

-

credibility of reports.

Core Versus Additional Indicators

The 2002 Guidelines contain two categories of performance indicators: core and addi-
tional. Both types of indicators have emerged from the GRI consultative process as valu-
able measures of the economic, environnental, and social performance of organisations.
These Guidelines distinguish between the two types of indicators as follows:

Core indicators are:
» relevant 10 most reporting organisations; and

"> ofinterest 10 maost stakeholders.
Thus, designation as “core” signifies general refevance to both reporters and report users.

In designating an indicator as “core”, however, GRI exercises some discretion. For some
core indicators, relevance may be limited to many, but not most, potential reporters.

In the same vein, an indicator may be of keen interest to many, but not most, stake-
holders. Over time, GRI expects that development of sector supplemnents will lead o
the shifting of a number of core indicators o such supplements.
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Additional indicators arc defined as those that have one or more of the following
characteristics:

» represent a feading practice in econonic, environmental, or social measurement,
though aurenty used by few reporting organisations;

» provide information of interest to stakeholders who are particularly important to
the reporting entity; and

» are deemed worthy of further testing for possible consideration as futtre core
indicators.

Reporting organisations are encouraged to use the additional indicators in Section 5 of
Part € to advance the organisation’s and GRI's knowledge of new measurement
approaches. Fecdback on these indicators will provide a basis for assessing the readi-
ness of additional indicators for future use as core indicators, for use in sector supple-
ments, or for removal from the GRI indicator list.

Flexibility in Using the Guidelines

GRI encourages the use of the GRI Guidelines by all organisations, regardless of their
experience in preparing sustainability reports. The Guidelines are structured so that alt
organisations, from beginners to sophisticated reporters, can readily find a comfortable
place along a continuum of options.

Recognising these varying levels of experience, GRI provides ample flexibility in how
organisations use the Guidelines. The options range from adherence 10 a set of condi-
tions for preparing a report “in accordance” with the Guidelines 1o an informal approach.
The latter begins with partial adherence to the reporting principles and/or report
content in the Giidelines and incrementally moves to fuller adoption. This range of
options is detailed below, and in Figure 2.

Reporting “In Accordance™ with the Guidelines

The dedision to veport in accordance with the Guidelines is an option, not a requite-
ment. It is designed for reporters that are ready for a high level of reporting and who
seek to distinguish themselves as

leaders in the field. The growing “In Accordance” Conditions
number of organisations with Organisations that wish to identify their report as prepared in accordance with the
strong reporting practices demon- 2002 GRI Guidelines must meet five conditions:

strates the ability of numerous . .
Y 1. Report on the numbered clements in Sections 1 to 3 of Part C.

organisations to adopt the in accor-

dance option. Include a GRI Conrent Index as specified in Section 4 of Part C

fvS]

. Respond to each core indicator in Section 5 of Part C by either (a) veporting on

The conditions for reporting in the indicator or (b} explaining the reason for the omission of each indicator.

accordance with the GRI Guidelines . . . . .
4. Ensure that the report is consistent with the prindples in Part B of the

seek to balance two key objectives e
o Guidelines.

of the GRIT framewaork:

5. Include the following statemient signed by the board or CEQ: “This report has
» comparability; and been prepared in accordance with the 2002 GRI Greidelines. It represents a bal-
» flexibility. anced and reasonable presentation of our organisation’s economic, environ-

mental, and sodial performance.”
Comparability has been integral o

GRI's mission from the ourset, and

is closely tied to its goal of building a reporting {ramework parallel to financial report-
ing. The in accordance conditions help to advance GRY's commimment to achieving max-




AT THIS TIME, GRI] DOES
NOT CERTIFY CLAIMS OF IN
ACCORDANCE NOR DOES IT
VALIDATE EXPLANATIONS OF
OMITTED INFORMATION.

imum comparability across reports by creating a common reference peint for all
reporters that choose to use this option.

While GRI seeks 10 enhance comparability between reports, alse itis committed to sup-
poriing Hexibility in reporting. Legitimate dilferences exist between organisations and
between industry sectors. The GRI framework must have sufficient flexibility 1o allow
reports to reflect these differences.

The in accordance conditions rely on transparency to balance the dual objectives of
comparability and Rexibility. Reporting organisations are asked to clearly indicate how
they have used the Guudelines and, in particular, the core indicators. The evaluation of
these decisions is then left 1o report users.

Reporting organisations that choose 1o report in accordance must note the reasons for
the omissions of any core indicators in their reports, preferably in or near the GRI Con-
tent Index. GRY recognises that various factors may explain the omission of a core indi-
cator. These include, for example: protection of proprietary information; lack of data
systems to generate the required information; and conclusive deterrination that a
specific indicator is not relevant to an organisation’s operations. In providing these expla-
nations, reporting organisations are encouraged to indicate their future reporting plans,
if any, relative to cach excluded core indicator. Indicators omitted for the same reason
may be clustered and linked to the relevant explanation.

GRI emphasises that the exclusion of some core indicators still allows organisations to
report in accordance with the Guidelines as long as explanations appear. At this thne.
GRI does not certify claims of in accordance nor does it validate explanations of omit-
ted information. However, reporting organisations that elect an in accordance
approach should anticipate that users will compare their reports against the five
conditions associated with the in accordance status and make judgements based on
such evaluation.

informal Application of the Guidelines

Given the youthful state of comprehensive economic, environmental, and sodal report-
ing, GRI recognises that many organisations are still building their reporting capacity.
These organisations are invited 1o choose an inforimal approach consistent with their
current capacity (see Annex 3). They may choose not to cover all of the content of the
GRI Guidelines in their initial eflorts, but rather to base their reports on the GRI frame-
work and incrementally improve report content coverage, transparency, and structure
aver time.

For example, a first-time reporter may use a portion of the perfonmance indicators
{Part C) without having to provide an indicator-by-indicator explanation of omissions.
Gradually, expanding use of the reporting principles and/or indicators will move the
organisation toward more comprehensive coverage of economic, environmental. and
social performance. Organisations that choose an incremental approach may reference
GR1in their report. Such a reference should include a brief description of how the GRI
Guidelines informed development of the report. However, incremental reporters may
not use the term in accordance nor include the prescribed board or CEO statement

unless all conditions for the in accordance option are met,
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Figure 2. Options for Reporting

In sum, aware of the wide spectrum of reporter experience and capabilities, GRI enables
reporters to select an approach that is suitabic to their individual organisations. With
time and practice, organisations at any point along this spectram can move gradually
toward comprehensive reporting built on both the principles and content of the GR1
framework. Similarly, GRI will continue to benefit from the experiences of reporting
organisations and report users as it strives to continually improve the Guidelines.

Customising a Report Within the GRI Framework
The Guidelines set out the basic information for inclusion in a report. However, GRI
expects that reporting organisations will take steps to design their report content to
reflect the unique nature of their organisation and the context in which it operates.
These steps may involve:

» defining reporting boundaries;

» inserting additional content (usually based on stakeholder consultation) such as

indicators, and 1extual discussions; andior

» adopting a format tailored to the organisation.

Boundaries

In the eatly years of reporting, most organisations measured and reported on impacts
based on the traditional boundary criteria used in finandal reporting, that is, iegal own-
ership and direct control. In recent vears, comnpanies have begun to experiment with
expanding their reporting boundaries to better reflect the unique “footprint” of their
organisation and its activities.

. The completeness prindiple in Part B offers brief commentary on boundarics, and GRI
is working to develop additional guidance and technical protocols on this issue. Until
such guidance is available, the GRY framework emphasises the importance of exten-
sive interaction with stakeholders 1o determine appropriate reporting boundaries.
Equally important, organisations should maintain a high degree of transparency in their

reports regarding the specific reporting boundaries they have chosen.




Content
GRI encourages organisations to go beyond the information requested in Part C of the

Guidelines, as needed, to present a balanced and reasonable picture of their economic,

environmental, and sodal performance. In applying the Guidelines, each reporting

organisation will make different decisions regarding the use of the additional perform-

ance indicators in Section 5 of Part C. Reporting ovganisations should also include

other content, particularly integrated performance indicators, identified through

stakeholder consultation. This inforimation and these indicators may relate o sector- or

geography-spedific issues pertinent

Selecting Additional Content Through Engaging Stakeholders to the organisation. GRI's sector

- . . S . . supplements will address some of
Compared with financial veporting, which is targeted primarily at one key stake- Py

holder—the shareholder—sustainability reporting has a large and diverse audi-
ence. Stakeholder engagement plays an important role in helping to ensure

these needs.

that a report achieves its primary purpose: providing inforrnation that meets Structure

the needs of the organisation's stakcholders. GRI reporters ave expected 1o use Part C of these Guidelines {"Report
these Guidelines {Fart €, Sections 1 1o 3 and core indicators from Section 5) in Content”) is organised in a logical
addition 1o sector supplements (if available) as the basis for their veport. framework. Reporting organisa-

. o . o tions are encouraged but not
The reporting elements and indicators in the Guidelines were developed through

an extensive multi-stakeholder, consuhative process. However, the inclusion
of information (induding performance indicators) identified through stake-
holder consuhtation is a critical additional step in furthering the atility of an
organisation’s sustainability report; itis also one of the fundamental principies

required to use this samne organi-
sation for their report. GRI believes
that completeness and compara-
bility in economic, environmenial,

underlying GRI reporting (sec Part B on. Inclusivencss). and sodial reporting are best served
when all reporting organisations
Since stakeholder consultation often involves a range of paralle] discussions with adhere to a cormmon structure. At

different constituencies, it is important to document the interactions that resuht
in the organisation’s selection of indicators and 1o explain these in the report.
‘While GRI emphasises the importance of stakeholder feedback in dralting
reports, it does not offer specific guidance on how to conduct stakeholder
engagement. Many guidance documents and case studies on this subject are
available elsewhere.

the same time, it recognises that
some reporting organisations will
wanf to choose a different struc-
ture based on specific characteris-
tics of the reporting entity. In
evaluating alternative approaches
to organising their reports, organ-
isations should carefully weigh the need to caprure legitimate organisational and
sectoral ditferences against the benefits of standardised structures. Conmumnon structures
and formats support consisiency and comparability. This provides benefits to both report-
ing organisations and report users by enhancing the clarity of communication and
the ease of use of the documents over an extended period of time. In sitvations
where reporting organisations use alternative structures, the Content Index described
in Part C becomes even more essential as a 100l 10 help users find and compare the
content of reports. )

The choice among different media for reporting (e.g., paper, electronic) may also influ-
ence dedisions on the structure of reports. For example, some organisations might choose
to produce a summary paper report and to make a [ully detailed report available on
the Internet, Where Internet-based reports using the Guidelines comprise linked pages,

a means to view the report ordered according to GRI sections should be provided, in
addition to any other structure,




Frequency and Medium of Reporting

A wide variety of media is now available ro prepare and distribute reports, ranging from
traditional printing to various muli-media technologies including the Internet and CD-
ROMs. This gives organisations substantial freedom in determining the frequency of
preparing reports and the mode of distribution. In general, GRI recomnmends that report-
ing on economic, envirommental, and social performance be timed to coincide, and pos-
sibly integrated, with other external reporting, such as annual finandal reports and
quarterly earnings statements. Such timing will reinforce the linkages between finan-
dgal performance and economic, environmental, and social performance {see Annex 2).

In the future, information disclosure is likely to involve a mix of annual, quarterly, and
even "real-time data” disiributed through a range of different media, cach chasen based
on the timing and nature of the reported information. Internet-based reporting will facil-
itate frequent updating of some aspects of GRI-based reports. However. continuous
reporting should not replace perindic consolidated reports, vetted through an internal
procedure and providing a “snapshot” of the organisation at a given point in tme.
Snapshots are important for supporting comparisons between organisations and between
reports. GRI also recommends that such periodic reports be available in their complete
form from the reporting organisation’s website (e.g., as a downloadable file).

Decisions regarding frequency and medium of reperting also should take into account
their expected use and feedback. Effective reporting is part of a broader dialogue between
the reporting organisation and its stakeholders that should result in new actions by both
partics. The frequency and medium of reporting potentially may cither enhance or
detract {ron the progress of this dialogue.

Financial Reports

Most organisations publish separate finandal and sustainability reports: however, a
few corporations have begun to experitnent with publishing a single annual report
including financial, cconomic, environmental, and social information. GRI believes that
both financial reporting and sustainability reporting serve parallel and essential func-
tions that enrich cach other {see Annex 2). GRI encourages the coordination of
both reporting processes and expects that over time finandal performarice measurement
increasingly will benelit from the measurement ol econemic, envirommental, and
social performance.

Credibility of Reports

Stakeholders expect to be able o trust an organisation’s sustainability report. To bene-
fit from the process of sustainability reporting, organisarions themselves also want
to take steps to erthance the credibility of their reports. This contributes to building
stakeholder trust and to continual improvement in the quality of reporting systems
and processes.

A tange of factors influences the perceptions and expectarions of users about the cred-
ibility of an organisation’s sustainability report. It is important {or each reporting organ-
isation 1o ascertain and cvaluate the relative importance of cach of these {actors

{see Annex 4 for examnples of such factors). Consultation with stakeholders is the best
way to ascertain stakcholder perceptions and expectations about building credibility.

FINANCIAL REPORTING

AND SUSTAINABILITY
REPORTING SERVE
PARALLEL AND ESSENTIAL
FUNCTIONS THAT

ENRICH EACH OTHER.
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In vesponse to stakeholder expeciations, reporting organisations have adopted a vari-
ety of strategies for enhancing the credibility and quality of sustainability repots. Strate-
gies include stakeholder consultation panels, strengthened internal data collection and
information systems, issue-specific audits by appropriate experts, internal audits of data
collection and reporting systems, use of the GRI Guidelines as the basis for report prepa-
ration {and indicating 50). reviews and commentaries by independent external experts,
and use of independent assuranced processes f{or sustainability reports. In deciding
GRI ENCOURAGES THE strategy and devcloping and implementing policies and practices to enhance report cred-
ibility and quality, organisations are encouraged to adopt a progressive approach, cach
INDEPENDENT ASSURANCE stage of which adds to the credibility and guality of their reporting.

OF SUSTAINABILITY S . .
SUSTAINA in order to address stakeholders” concerns about the credibility of reports on economic,

REPORTS AND THE environmental, and social performance, GRI recommends that reports include a
DEVELORMENT OF statement of:
STANDARDS AND * the reporting organisation's policies and internal practices to enhance the credibil-

ity and quality of its sustainability report; and
GUIDELINES FOR THE

» the reporting organisation’s policy and current practice with regard 10 providing

ASSURANCE PROCESS... independent assutance about the full report.

GRI recognises that providing independent assurance about sustainability reports is, like
reporting itself, at an early stage of development. For example, no universal consensus
exists on social performance indicators or related assurance approaches. GRI encour-
ages the independent assurance of sustainability reports and the developinent of
standards and guidelines for the assurance process to be followed by assurance providers.

Annex 4 offers practical guidance to reporting organisations on assurance provision and
related processes that enhance report quality and credibility. GRI will continue to evolve
its policy on independent assurance informed by the feedback and practices of both
reporters and report users.

3. The {ollowing is a proposed working description of independenr assurance: “The provision of
independent assurance is 2 strucured and comprehensive process of collecting and evalvating evidence
on a subject matier (the sustainabiliny reporty that is the responsibility of another pany {distinct from
manageinent of the reporting organisation}, againse suitable oriteria, As a result of the process, assurance
providers express a conclusion that provides the intended users/stakeholders with a stated level of

assurance about whether the subject marter {the sustainability repont conforms in all material respects
with the identified criteria. Independent, competent experts who maimnain an attirade of “protessional
scepticisn’ perform the assurance process.”
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Part B: Reporting Principles

INTRODUCTION

" This section of the Guidelines identifies reporting principles essential to producing a bal-

GRI viEWS THESE
PRINCIPLES AS INTEGRAL
TC ITS REPORTING
FRAMEWORK, EQUAL IN
WEIGHT TO THE ELEMENTS
AND INDICATORS IN ParT C

OF THE GUIDELINES.

anced and reasonable report on an organisation’s econoimic, environmental, and social
performance. The June 2000 Guidelines presented a first version of these principles. These
were informed by the {inandal accounting tradition and adapted for reporting on eco-
nomic, environmental, and sodial performance with reference to research related 1o envi-
ronmental accounting. Now, with the benefit of rime and learning through application
of the June 2000 Guidelines, GRI presents a revised set of principles that combine and
extend many of the concepts that appeared under the headings of “underlying princ-

"

ples” and “qualitative characteristics” of GRI-based reports in the June 2000 Guidelines.

Thaose familiar with financial reporting will recognise overlaps berween GRY's reporting
principles and those used in {inancial reporting. However, while financial reporting is
a key benchmark for developing principles for reporting on economic, ¢nvironmental,
and socdial performance, significant differences do exist. The prindples in this section take
these differences into account. They are rooted in GRI's experience over the last four
years, blending knowledge from science and'learning from practice.

GRI views these principles as integral to its reporting framework, equal in weight to the
elements and indicators in Part C of the Grudelines. Qrganisations using the Guidelines
are expected 1o apply these principles in their report preparation. Collectively, the prin-
ciples define a compact between the reporting organisation and report user, ensuring
that both parties share a comunon understanding of the underpinnings of a GRI-based
report. They provide an important reference point to help a user interprer and
assess the organisation’s decisions regarding the content of its report. The principles are
designed with the long term in mind. They strive 1o create an enduring foundarion upon
which performance measurement will continue to evolve based on new knowledge
and leaming.

The principles are goals toward which a reporter should strive. Some reporting organ-
isations may not be able to fully apply them in the short term. However, organisations
should identify improvement in how rigourously they apply the principles to their
reporting process, in much the same way as they identify improverment in the various
aspects of economic, environmental, and social performance.

Reports do not need to contain a detailed checklist showing that all principles have been
adopted. But they should offer some discussion of how the reporting principles have
been applied. This should include both successes and challenges. If a reporting organi-
sation does not seek to apply these prinaiples, it should indicate where such departures
exist and why. Discussion of the application (or non-application} of principles may
appear in the profile section of the report or in a separate section that addresses the tech-
nical aspects involved it preparing the report.

The 11 principles outlined in the following section will help ensure that reports:

» present a balanced and reasonable account of economic, envirommental, and

social performance, and the resulting contribution of the organisation 1o sustain-
able development;

» facilitate comparison over time;

» facilitate comparisons across organisations; and

» credibly address issues of concern to stakcholders.
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ORGARISATION OF THE PRINCIPLES

The principles in Part B are grouped in four clusters (see Figure 3). Those that:
» form the framework for the report {ranspasency, indusiveness, auditability);

> inform decisions about what 10 report (completencss, relevance, sustainability
contexty;

» relate to ensuring quality and rcliability (accuracy, neutrality, comparability); and

» inform dedistons about access to the report (clarity, timeliness). THE PRINCIPLES OF
. s . i . ) TRANSPARENCY AND
The principles of transparency and inclusiveness represent the starting point for the

reporting process and are woven into the fabric of all the other principles. All decisions INCLUSIVENESS REPRESENT

about reporting (e.g., how, when, what) take these two principles and associated prac- THE STARTING POINT FOR
tices into consideration. THE REPORTING PROCESS
The principles of sustainability context, completeness, and relevance play the key role AND ARE WOVEN INTO THE

in determining what to report. Reports should help place the organisation’s perform-
ance in the broader context of sustainability challenges, risks, and opportunities. The
information contained within the report must meet the test of completeness in terms PRINCIPLES.

FABRIC OF ALL THE OTHER

of the reporting boundaries (i.e.. entities included), scope (i.e., aspects or issues reported),
and time frame. Lastly, reported information should be relevant to the decision-making
needs of stakeholders.

The quality and reliability of the report content are guided by the prindples of neu-
trality, comparability, and accuracy. Reports should be comparable over time and across

f £ 1
1HFORMS INFORMS INFORMS

Quality/refiabil
“ofreported -
*informatien -

iy

Figure 3. Reportivg Principles




TRANSPARENCY IN
REPORTING IS AN EXERCISE
IN ACCOUNTABILITY ~

THE CLEAR AND OPEN
EXPLANATION OF ONE’S
ACTIONS TO THOSE WHO
HAVE A RIGHT OR

REASON TO iNQUIRE.

organisations. Tnformation should be sufficiently accurate and reliable to enable its use
for decision-making purposes. Equally importaat, the report should present its content
in a balanced and unbiased manner.

The principles of clarity and timeliness govern the access and availability of reports. Put
sitnply, stakeholders should receive easily understood information in a time frame that
allows them to use it effectively,

Lastly, the prindple of auditability relates to several other principles such as compara-
bility, accuracy, neutrality, and completeness. Specifically, this principle refers to the abil-
ity to demonstrate that the processes underlying report preparation and information in
the report itself meet standards for quality, reliability, and other similar expectations.

fransparency

Full disclosure of the processes, procedures, and assumptions in report preparation
are essential to its credibility.

Transpavency is an overarching principle and is the centrepiece of accountability.
It requires that, regardless of the format and content of reports, users are fully informed
of the processes, procedures, and assumptions embodied in the reported information.
For example, a report must include information on the stakeholder engagement
processes used in its preparation, data collectiort methods and related internal auditing,
and scientific assumptions underlying the presentation of information. This transparency
in reporting is an exercise in accountability—the clear and open explanation of one’s
actions to those who have a right or teason to inquire.

Transparency is central to any type of reporting or disclosure. In the case of financial
reporting, over many decades governments and other organisations have created, and
continue to enhance, disclosure rules affecting finandal reports to increase the trans-
parency of the reporting process. These generally accepted accounting principles and
evolving international accounting standards seek to ensure that investors are given a
clear picture of the organisation’s financial condition, one that includes all material infor-
mation and the basis upon which this depiction is developed.

GRI seeks to move reporiing on economic, environmental, and sodal performance in
a similar direction by creating a generally accepted framework for economic, environ-
mental, and social performance disclosure. As this framework continues 10 evolve rap-
idly, geneval practices will evolve in parallel, based on best practice, best science, and
best appraisal of user needs. In this dynamic envirorunent, it is essential that reporting
organisations are transparent regarding the processes, procedures, and assumptions that
underlie their reports so that users may both believe and interpret reported informa-
tion. In this sense, ransparency transcends any one prindple, but affects all.

Inclusiveness

The reporting organisation should systematicatly engage its stakeholders to help focus
and continually enhance the quality of its reports.

The inclusiveness principle is rooted in the premise that stakeholder views are integral
to meaningful reporting and must be incorporated during the process of designing a
report. Reporting organisations should seek to engage stakeholders wio are both directly
and indirecily affected. Aspects of reporting enriched by stakeholder consultation include
(but are not limited to) the choice of indicators, the definition of the organisation’s report-

ing boundaries. the format of the report, and the approaches taken to reinforce the cred-
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ibility of the reported information. Characteristics relevant to designing stakeholder con-
sultation processes include the nature and diversity of products and services, the nature
of the reporting organisation’s operations and activities, and the geographic range of
operations. Stakeholder engagement, like reporting itself, is a dynamic process. Exe-
cuted properly, it is likely to result in continual learning within and outside the organ-
isation, and to strengthen trust between the veporting organisation and report users.
Trust, in tarn, fortifies repon credibility, itsell a key goal of GRI's reporting framework.

The principle of inclusiveness also addresses the diverse needs of stakeholders who use
sustainability reports. The range of users of a sustainability report is broader than that
of finangdal reports. Inclusiveness is e¢ssential to ensuring that the reporting process and
contentt reflect the needs of these diverse users. Each user group has spedific informa-
tion expectations—at timnes overlapping with those of other groups, at times distinct.
Failure to identify and consult with stakeholders is likely to result in reports that are
less relevant 1o users’ needs and thereby less credible to external parties. In contrast,
systematic stakeholder engagement enhances receptivity and usefulness across user
groups. This engagement ray also indude soliciting views regarding the utility and cred-
ibility of sustainability reports issued by the reporting organisation.

GRI recognises that many reporting organisations have a wide range of potential stake-
holders. Any systematic approach to inclusiveness will require an organisation to define
an approach for grouping and prioritising stakeholders for purposes of engagement. [n
the spirit of the inclusiveness and transparency principles, it is important for reporting
organisations to clearly and openly explain their approach to defining whom to engage
with and how best to engage.

Auditability
Reported data and information should be recorded, compiled, analysed, and disclosed

in a way that would enable internal auditors or external assurance providers to attest
to its reliability.

The auditability prindple refers to the extent to which infoermation management
systems and communication practices lend themselves to being examined for accuracy
by both internal and external parties. Reports using the Guideiines contain data that is
both qualitative and quantitative
in nature. In designing data col-

s . . The Verification Working Group
lectionr and information systems,

reporting organisations therefore I3 response to user requests, GRI formed a working group in 1999 to explore issues
should anticipate that internal and options for strengthening the credibility of sustainability reports through van-
auditing and exremal assurance ous assurance mechanisms. The results of these consuliations are rellected in the
processes may be used in the statements in Part A (Credibility of Reports) and in Annex 4 on assurance processes.
future. The working group also has prepared an advisory assurance strategy paper

available on www.globalreporting.org) for consideration by the GRI Board of
Directors. Beginning in September 2002, the Board will consider options for how
GRI might continue to play a constructive role in advancing the assurance of

In preparing reports, organisations
should continually ask the ques-
tion: Is the response to an infor-
mation query presented in such a
way that an internal or external
party in the future could examine

sustainability repotts.

its accuracy, completeness, consistency, and relability? Unverifiable statements or data
that affect the broad messages contained in a report using the Guidefines may compro-
mise its credibility. Tn addition to accuracy and reliability, the completeness of infor-

mation mav also affect the ability of an auditor (o render an assessment.
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Completeness
All information that is material to users for assessing the reporting organisation’s eco-
nomic, environmentat, and social performance should appear in the report in 2 manner
consistent with the declared boundaries, scope, and time period.

This principle refers to accounting for and disdlosing, in sulficient detail, all information
of significant concern to stakeholders within the declared boundaries (i.e., operational,
scope, and temporaly of the report. Defining whether such information meets the test
ol significance to stakeholders should be based on both stakeholder consultation as well
as broad-based societal concerns that may not have surfaced through the stakeholder
consultation process. Such broad-based concerns may derive, for example, from national
policy and international conventions.

The completeness principle is three-dimensional:

Operational houndary dimension: Reported inforination should be complete in rela-

tion to the operational boundaries of the reporting organisation, in other words, the range

of eniities for which the reporting organisation gathers data. These boundaries should

be selected with consideration of the cconomic, envirorimental, and sodial impacts of

the organisation. Such boundaries

may be defined based on financial

Defining Boundaries control, legal ownership, business
relationships, and other considera-

Defining boundary conditions for reporting on economic, environmental, and social ) )
tions. The boundarics may vary

performance is a complex challenge. Complicating lactors include the diverse nature .
) . . o . . ] o according o the nature of the
of the information and the intimate relationship between the organisation and the s
farger economic, environmental, and social systerns within which it operates. Bound-
ary rescarch is a high priority in GRI's work programme. Discussion papers, €xpo-
sure drafts and testable protocols will appear during 2002-2003, leading tw more
systematic and precise treatment of this critical reporting issue.

reported information. In some
cases, the most appropriate bound-
aries for meeting the expectations
outlined by other reporting princi-
ples may extend beyond traditional
finandal reporting boundaries.

Scope dimension: Scope is distinct from boundaries in that an organisation could choose
extended reporting boundaries (e.g., report data on all the organisations that form the
supply chain), but only indude a very narrow scope {e.g., only report on hurnan rights
performance;}. In the context of GRI, *scope” refers to aspects such as energy use, health
and safety, and other areas for which the Guidelines include indicators and qgueries.
Despite the fact that the reporting boundary may be comiplete, the scope {e.g., human
rights aspects only} may not be complete. The process for determining a complete scope
may include, for examnple, the results of lifecycle analysis of products or services and
assessment of the full range of direct and indirect social or ecological impacts of the
reporting organisation. Some of these same tools may also influence decisions about
the other dimensions of completeness discussed heve. The veport should disclose all rel-
evant information within the context of the scope (i.¢., aspects) covered.

Femmporal dimensios: Reported information should be complete with reference to the
time period dedlared by the reporting organisation. As far as possible, reportable activ-
itics, events, and impacts should be presented for the reporting peried in which they
occur. This may involve reporting on activities that produce minimal short-term impact.
but will have a cunulative effect that may become material, unavoidable, or irreversible
in the longer term. Such activities mightindude, for example, the release of certain bio-

accumulative or persistent pollutants. Disclosure of the nature and likelihood of such
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impacts, even if they may only materialise in the future, comports with the goal of
providing a balanced and reasonable representation of the organisation’s current eco-
nomic, environmental, and social performance. In making estimates of future impacts
{both positive and negative), the reporting organisation should be careful to make well-
reasoned estimates that reflect the best understanding of the likely size, nature, and scope
of impacts. Although speculative in nature, such estimates can provide useful and
relevant information for decision-making as long as the limitations of the estimates are
clearly acknowledged.

, i TS THE SIGNIFICANCE OF
Information within the organisation often flows from management systems that oper-

ate on a regular, short-term cydle, typically one vear. However, a single reporting cycle INFORMATION CAN BE
often is too brief to capture many important econmnic, environmental, and sodal TUDGED FROM A NUMBER
impacts. This type of performance, by nature, focuses on the long-tern, with forward-

. . . . . . OF PERSPECTIVES;
looking trends atJeast as important as lagging, or historical, ones. Thus, reporting organ -

isations should strive to gradually align information systems to accoum for these HOWEVER, THE KEY
forward-looking trends in addition to historical wends. PERSPECTIVE IS THAT OF

THE INFORMATION USER.
Relevance

Relevance is the degree of importance assigned to a particular aspect, indicator,
or piece of information, and represents the threshold at which information becomes
significant enough to be reported.

Relevance in sustainability reporting is driven by the significance attached to a piece ot
information to inform the user's decision-inaking processes. Stakeholders use infor-
mation on economic. enviranmental, and social performance in a variety of ways, some
of which may differ substantially Irom that of the reporting organisation. The signifi-
cance.of information can be judged from a number of perspectives; however, in any
reporting system, the key perspective is that of the information user. The primary pur-
pose of reporting (as opposed to other types of outreach and communication) is to
respond to user information needs in a neutral and balanced manner. Reporting must
therefore place a strong emphasis on serving users’ specific needs.

In considering relevance, itis important to remain sensitive to differences in how users
and reporting organisations apply information. Through stakeholder consultation, a
reporting organisation can better understand stakeholders” information needs and how
best to respond to them. Ideally, reports should contain information that is useful and
relevant 1o both the reporting organisadon and the report users. However, in some cases,
information may be relevant to the report user, but may not be of the same value to
the reporting organisation. It is important to differentiate between situations where
reporting expectations differ and those where information is irrelevant.

Sustainability Context
The reporting organisation should seek to place its perfermance in the larger context
of ecological, social, or other limits or constraints, where such context adds signifi-
cant meaning to the reported information.

Many aspects of sustainability reporting draw significant meaning from the larger con-
text of how performance at the organisational level affects economic, environmental,
and sodal capital formation and depletion at a local, regional, or global level. In such
cases, simply reporting on the trend in individual performance (or the efficency of the

organisation) leaves open the question of an organisation’s contribution 1o the total




THE ACCURACY OF
QUALITATIVE INFORMATION
1S LARGELY DETERMINED
BY THE DEGREE OF CLARITY,
DETAIL, AND BALANCE

IN PRESENTATION.

amount of these different types of capital. For some users, placing performance infor-
mation in the broader biophysical, sodial, and economic context lies at the heart of sus-
tainability reporting and is one of the key differentiators between this type of reporting
and finandial reporting. Morcover, while the ability of an organisation to “sustain” itself
is obviously important to a range of stakeholders, it is unlikely that any individual organ-
isation will remain in existence indefinitely. This principle emphasises the sustainabil-
ity of the broader natural and human environment within which organisations operate.

Where relevant and useful, reporting organisations should consider their individual
performance in the contexts of economic, environmemal, and sodal sustainability.
This will involve discussing the performance of the ‘organisation in the context of
the limits and demands placed on economic, environmental, or socdial resources at a
macro-level. This concept is maost clearly articulated in the environmental area in terms
of global limits on rescurce use and poltution levels, but also may be relevant to social
and economic issues.

The understanding of how best 1o link organisational performance with macro-level con-
cerns will continue to evolve. GRI recommends that individual reporting organisations
explore ways 10 incorporate these issues directly into their sustainability reports in order
to advance both reporting organisations” and users’ understanding of these linkages.

Aceyracy

The accuracy principle refers to achieving the degree of exactness and low margin of
error in reported information necessary for users to make decisions with a high degree
of confidence. '

Econontic, environrnental, and social indicators can be expressed in many different ways,
ranging from qualitative responses to detailed guantitative measurements. The charac-
teristics that determine accuracy vary according to the nature of the information. For
example, the accuracy of qualitative information is lavgely determined by the degree of
clarity, detall, and balance in presentation. The accuracy of quantitative information,
on the other hand, may depend on the specific sampling methods used 10 gather hun-
dreds of data points from multiple operating units. The specific threshold of accuracy
that is necessary will depend in part on the intended use of the information. Certain
decisions will require higher levels of accuracy in veported information than others.

Application of the accuracy principle requires an appreciation of:
» the intentions and dedsion-making needs of the users; and

» the different conditions under which information is gathered.

Aswith other principles, it is important to be transparent in how this principle is applied.
Explaining the approaches, methods, and technigues that the reporting organisation uses
to achieve satisfactory levels of accuracy will help improve the credibility of the report

and the acceptance of the reported information.




Neutrality

Reports should avoid bias in selection and presentation of information and should strive
to provide a balanced atcount of the reporting organisatior’s performance.

The neutrality prindple refers to the fair and factual presentation of the organisation’s
economic, environmental, and social performance. Embodied in the principle of neu-
trality is the notion that the core objective behind a reporting organisation’s selection
and communication of information is to produce an unbiased depiction of its per-
formance. This means presenting an account that incdudes both favourable and
unfavourable results, free from intentional tilt or under- or averstatement of the organ-
oo i THE CORE OBJECTIVE

isation’s performance. The report should focus on neutral sharing of the facts for the

users to interpret. Environmental reporting, the precursor to sustainability reporting, BEHIND A REPORTING

has demonstrated this type of gradual evolution from anecdotal and selective disclo- ORGANISATION’S SELECTION
sure towarv hore neutral, factual presentation ot data. While reporting practices still
srculxaf.danocnu @ ct‘\ pres Iithl ¢ 1)' g practic .1 AND COMMUNICATION OF
vary significantly among reporting organisations, many have recognised that achiev-

ing and maintaining credibility among users hinges on the conunitment of the report- INFORMATION 15 TO

ing organisation to a neutral and fair depiction. PRODUCE AN UNBIASED
Under the neutrality principle, the overall report content must present an unbiased pic- DEPICTION OF (TS
ture of the reporting organisation’s performance, avoiding selections, omissions, or pres- PERFORMANCE.

entation formats that are intended 1o influence a dedsion or judgement by the user,
Where the reporting organisation wishes to present its perspective on an aspect of per-
formance, it should be clear to the reader that such information is separate and distinct
from GRI's reporting elements. In the same way that annual financial reports typically
contain interpretive material in the front end and financial statements in the back, so
too should GRI-based reports strive for a clear distinction between the reporting organ-
isation’s interpretation of information and facwual presentation.

Comparability

The reporting organisation should maintain consistency in the boundary and scope of
its reports, disclose any changes, and re-state previously reported information.

This principle refers to ensuring that reports on economic, environmental, and social
performance support comparison against the organisation’s earlier performance as well
as against the performance of other organisations. This allows inteinal and external
parties 1o benchmark performance and assess progress as pant of supporting rating
activities, investment dedisions, advocacy programmes and other activities. Compara-
bility and associated demands for consistency are a pre-requusite to informed dedsion-
making by users.

When changes in boundary, scope, and content of reporting occur {induding in the
design and use of indicators), reporting organisations should, 1o the maximum extent
practicable, re-state current accounts to ensure that time series information and cross-
organisational comparisons are both reliable and meaningful. Where such re-statements
are not provided, the reporting organisation should disclose such drcumstances, explain

the reasons, and discuss implications {or interpreting current accounts.




NOT ALl USER GROUPS
WiLL BRING THE SAME
LEVEL OF EXPERIENCE
TO THE READING OF
THE REPORT.

Clarity
The reporting organisation should remain cognizant of the diverse needs and back-
grounds of its stakeholder groups and should make information available in a manner
that is responsive to the maximum number of users while stil maintaining a suitable
level of detail.

The clarity principle considers the extent to which infermation is understandable and
usable by diverse user groups. In financial reporting, there is an unspoken assumption
concerning the general level of background knowledge and experience of the assuimed
“primary” user group, namely, investors. No such “primary” user group exists for GRI
at this juncture. In facy, it may never exist owing 1o the diversity of user groups that are
consumers of economic, environmental, and social performance information. Tn using
the GRI Guidelines, it is reasonable to assume that all users have a working knowledge
of at least a portion of the economic, environmental, and sodal issues faced by the report-
ing organisation. However, not all user groups will bring the same level of experience—
or even the same language—to the reading of the report. Thus, reporting organisations,
through assessing stakeholder capabilities, should design reports that respond to the max-
imum number of users without sacrificing important details of interest to a subset of
user groups. Technical and scientific terms should be explained within the report, and
clear, suitable graphics should be used where appropriate. Providing information that
is not understandable to stakebolders does not contribute to successful engagement.
Clarity is therefore an essential characteristic of any reporting effort.

Timeliness

Reports should provide information on a regular schedule that meets user needs and
comports with the nature of the information itself.

The usefulness of information on economic, envivonmental, and sodal performance is
dosely tied 1o its timely availability to user groups. Thneliness ensures maxinium uptake
and utility of the information, enabling users to effectively integrate it into their dedi-
sion-making, As with financial disclosures, reporting on economic, environmental, and’
social perforimance is most valuable when users can expect a predictable schedule of
disclosures. Special updates ¢can be issued if and when unexpeced developments of
material interest to users occur.

Reporting organisations should structure disclosures to accord with the nature of the
information. Certain environmental information, for example, may be most useful on
a quarterty, monthly or continuous (“real time”) basis, while other environmental infor-
mation is most suitable for an annual report. Similarly, reporting on econoinic
performance may parallel financial reporting: annual disclosures can summarise
economic performance during the prior 12 months, while quarterly updates can be
issued in parallel with quarterly camings reports to investors. With the menu of new
communications technologies available to reporting organisations, adjusting the timing
of discdlosures to reflect the varying nature of an organisation’s impacts is now more

feasible than ever before. However, the degree to which any technology approach can
be applied depends on stakeholders having access 1o the necessary technology.
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Although a regular flow of information is desirable for meeting certain needs, report-
ing organisations should commit to a2 single point in time 1o provide a consolidated
accounting of their economic, environmental, and social performance. This is neces-
sarv to meet the fundamental objective of comparability across organisations. As an
example, a vearly consolidated report released on a predictable schedule, accompanied
by interim updates using electronic media, represents g standard structure that is con-
sistent with the prindple of timeliness
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General Notes

1. Boundaries: Organisations using the Guidelites may
have complex internal structures, multiple subsidiaries,
joint ventures, and/or foreign operations. Particular

care should be taken to match the scope of the veport

with the economic, environmental, and social “foot-
print” of the organisation (i.e., the full extent of its eco-

nomic. environmental, and social impacts). Any

differences should be explained.

2. Use of rechinical protocols: In veporting on indicators
contained within the Guidelines, reporters should use

GRI technical protocols whenever available. Drafting
of protocols for a limited number of GRI indicators

began in 2002, and drafts in progress can be found on
the GRI website {(www.globalreporting.org). GRI
recognises the need for continued development of pro-
tocols, and the current set represents the first of many
that will tollow in coming vears. H, for any reason, a
reporting organisation does not use an existing GRI
protocol, it should dearly describe the measurement
rules and methodologies used for data compilation. For
situations where a formal GRI protocol is not yet avail-
able, reporting organisations should use their profes-
sional judgement, drawing on international standards
and conventions wherever possible.

3. Meirics: Reported data should be presented using gen-
erally accepted international metrics (e.g., kilograms,
tonnes, litres), calculated using standard conversion
factors. When other metrics are used, reports should
provide conversion information to enable international
users o make conversions.

4. Tinte frames and targets: Wherever possible, reporns
should present information for all performance indi-
cators in a manner that enables users to understand
current and fature trends. At a minimum, reporting
organisations should present data for the current
reparting period {(e.g.. one year) and at least two pre-
vious periods, as well as future targets where they have
been established. This information provides essential
context for understanding the significance of a given
piece of information. Comparisons with industry aver-
ages, where available, can also provide useful context.

8. Absohue/normalised data: As a gencral principle,
reporting organisations should present indicator data
in absolute terms and use ratios or normalised data as
complementary information. Providing onlv nor-
matised data may mask absolute figures, which is the
infovmation of primary interest to some stakeholders.

However, if absolute data are provided, users will be
able to compile thelr own normalised analysis using
information from Section 2 of Part C (Profile). Never-
theless, GRI does recognise the utility of data presented
as ratios. Ratio data may be useful in conjunction with
absolute data for communicating performance trends
or articulating performance across two or more linked
dumensions of sustainability. When ratios are included,

organisations are asked to make use of normalising

™

factors from within the report, and from Section 2 of
Part C, if appropriate. Sec Annex 5 for more informa-
tion on ratios.

Duta consolidation and disaggregation: Reporting
organisations will need to détermine the appropriate
level of consolidation (aggregation) of indicator data.
For example, indicators could be presented in terms of
the performance of the organisation worldwide or
broken down by subsidiarics, countries of operation,
or even individual facilities. This decision requires bal-
ancing the reporting burden against the potential addi-
tional value of data reported on a disaggregated
{e.g., country or site} basis. Consolidation of informa-
tion can result in {oss of a significant amount of value
to users, and also risks masking particularly strong or
poor performance in spedific areas of operation. In gen-
eral, reporting organisations should disaggregate
information to an appropriate and useful level as deter-
mined through consultation with stakeholders. The
appropriate level of consolidation/disaggregation
may vary by indicator.

Graphics: The use of graphics can enhance the qual-
ity ot a report. However, care should be taken 1o ensure
that graphics do not inadvertently lead readers to
incorrect interpretations of data and resuls. Care is
needed in the selection of axes, scales, and data
(including conversion of raw data to ratios and indices
for graphic purposes), and the use of colour and dif-
ferent types of graphs and chaits. Graphics should be
a supplement to—not a substitute for—text and nar-
rative disclosure of information. In general, raw data
should accompany graphical presentations. cither
alongside or in appendices. Graphs should always
clearly indicate the source of their data.

8. Executive supmaey: GRI encourages the inclusion of

an executive sumimary. In keeping with the reporting
principles in Part B, the summary should draw only
on material from within the report and be materially
consistent with the content of the report.



OVERVIEW OF PART C

Part C of the Guidelines specifies the
content of a GRI-based report. The
report content is organised in what
GRI considers a logical order, and
reporiing organisations are
encouraged to follow this structure
in writing their reports. See
General Notes and Part A for fur-
ther guidance on report structure.
Questions regarding other issues
related to application of the Guide-
fines are also addressed in Part A.
Please note that Part € is best read
in conjunction with Part B.

Part C only covers basic report con-
tent as defined by GRJ. As noted in

Part C of the Guidelines comprises five sections

1. Vision and Strategy — description of the reporting organisation’s strategy with
regard to sustainability, including a statement fromn the CEO.

2. Profite — overview of the reporting organisation’s structure and operations and
of the scope of the report.

3. Goversiance Structire and Management Systems — description of organi-
sational structure, policies, and management systems, including stakeholder
cngagement cfforts.

4. GRI Content Index - a wable supplied by the reporting organisation identify-
ing where the information listed in Part C of the Guidelines is located within the
organisation’s report.

8. Performance Indicators — measures of the impact or effect of the reporting

organisation divided into integrated, cconomic, cnvironmental, and social
perlommance indicators.

Part A, reporting organisations might also have additional sector-specific or organisa-
tion-specific information to include in their reports. Organisations that wish to report
“in accordance” with the Guidelines must meet the five conditions described in Part A

on page 3.

Major Changes Since june 2000
Since the release of the June 2000 edition of the Guidelines, GRI has made a number of
major changes to the content of a GRI-based report:

» Following a two-year consultative period, the performance indicators have been
substantially revised. The most significant changes are found in the economic and
soclal sections. Aspects and indicators have been reorganised, and new indicators
appear. For details on the consultative process, please visit the Global Reporting
Initiative website (www.globalreporting.org) to view the Final Report of the Mea-

surement Working Group.

v

The requirement for an Executive Summary section has been removed; however,

GRI still encourages reporting organisations o include a summary.

» The Vision and Strategy section has been revised to include the CEQ statement.

» The 2002 Guidelines have new content on governance to describe the significance
of economic, environmental, and social issucs in top-level decision-making

processes.

L 4

Reporting organisations using the GRI Guzdelines are now expecied to include a Con-

tent Index within their report, identifying the location of GRI performance indica-

tors and other elements.

-

The distinction berween “gencrally applicable” and “organisation-specfic” envi-

ronmental indicators has evolved into the dassifications of “core” and “additional.”
All indicators (not just environmeuntaly are now dlassified either as “core” or “addi-

tional.” Core indicators are those relevant to most reporting organisations and of
interest to most stakeholders. Additional indicators are viewed as those that have

one or more of the following attributes: 1) represent leading practice in economic,
environmental, or sodal measurement aspects, though currently used by few report-
ing organisations; 2) provide information of interest to stakeholders who are par-
vicularly important to the reporting entity; and 3) are deemed worthy of further
testing for possible consideration as future core indicators.
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» GRI indicators have been revised 1o betier align with major international agree-
ments, incuding conventions on the environment, labour, and human rights.

» The Performance Indicators sections are now presented in alphabetical order:
economic, environmemal, social.

indicators in the GRI Framework

GRI structures performance indicators according to a hierarchy of category, aspect,
and indicator. The definitions used by GRI within this hierarchy are aligned with inter-
national standards, but adapted to the GRI framework. Indicators are grouped in terins
of the three dimensions of the conventional definition of sustainability—economic,
environmental, and sodal. Annex 5 contains further inforation on GRY's approach
to indicators.

In the 2002 Guidelines, the hierarchy is structured as follows:

Suppliers
Employees
Providers of capital
Public sector

Materials

Energy

Water

Biodiversity

Emissions, effluents, and waste
Suppliers

Products and services
Compliance

Transport

Qverall

bour Practices and Decent Work  Employment
Labourfmanagement relations
Health and safety

Training and education
Diversity and opportunity

Strategy and management

Non-discrimination

Freedom of association and collective bargaining
Child labour

Forced and compulsory labour

Disciplinary practices

Security practices

Indigenaus rights

Community

Bribery and corruption
Political contributions
Competition and pricing

Customer health and safety
Products and services
Advertising

Respect for privacy




An introduction to cach set of indicators in Section 5 of Part € briefly desciibes the
reasoning that fed to the specific organisation of aspects and indicators in the 2002
Guidelines.

Note that within the conitext of GRI, perforance indicators can be either quantitative
or qualitative. While quantitative or nuimerical measures offer many advantages, they
may prove unreliable, incomnplete, or ambiguous for measuring performance on cer-
tain issues. GRI considers qualitative indicators, those indicators requiring textual
response, to be complementary and essential to presenting a complete picture of an
organisation’s economic, envirenmental, and social perforinance. '

Qualitative measures may be most appropriate when dealing with highly complex
economic or social systems inn which it is not possible to identify quantitative measures
that capture the organisation’s contribution—paositive or negative—to economic, envi-
ronmental, or social conditions. Qualitative approaches also may be most appropriate
for measurements of impacts to which the organisation is one of many contributors.
Wherever possible, qualitative performance indicators have been worded 1o encourage
a response that can be expressed along a scale as opposed to a general descriptive state-

ment {see Annex 3). This, in turn, facilitates comparisons across reporting organisations.
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GR} Repori Content

The following five sections contain the reporting elements and performance indica-
tors for the 2002 GRI Guidelines. Reporting elements are numbered (e.g., 1.1, 2.10)
and performance indicators arc contained in tables in Section 5. The elements and
indicators are listed in bold type. Some are supported by additional guidance or expla-
nation in standard type.

-1 VisSion AND STRATEGY

This section encompasses a statement of the reporting organisation’s sustainability vision
and strategy, as well as a statement from the CEO.

1.1 Statement of the organisation’s vision and strategy regarding its contribu-
tion to sustainable development.
Present overall vision of the reporting organisation for its future, particularly with
regard to managing the challenges associated with econemic, envirommental, and
social performance. This should answer, at a2 minimum, the following questions:
» What are the main issues for the organisation related to the major themes of
sustainable development?

-

How are stakeholders induded in identifying these issues?

-

For cach issue, which stakcholders are most affected by the organisation?

-

How are these issues reflected in the organisation’s values and integrated into
its business strategies?

v

What are the organisatdon’s objectives and actions on these issues?

Reporting organisations should use maximum flexibility and creativity in prepar-
ing this section. The reporting organisation’s major dircat and indirect economic,
cnwvironmental, and sodial issues and impaas (both positive and negative) should
inform the discussion. Reporting organisations are encouraged to draw directly from
indicators and information presented elsewhere in the repont. They should include
in their discussion any major opportunitics, challenges, or obstacles 1o moving
toward improved cconomic, environmental, and sodal performance. International
organisations are also encouraged to explicitly discuss how their economic, envi-
ronmernal, and sodal concerns relate to and are impacted by their strategies {or
cmerging imarkets.

1,2  Statement from the CEQ (or equivalent senior manager) describing key
elements of the report,

A staternent from the reporting organisation’s CEO (or equivalent senior manager
if other title is uscd) sets the tone of the report and establishes credibility with inter-
nal and external users. GRI does not specify the content of the CEO statement;
however, it believes suds statements are most valuable when they explicitly refer
to the organisation’s commitment 1o sustainability and 1 key elements of the report.
Recommended elements of a CEO statement include the following:

-~

highlights of report content and commitment to targets;

-

description of the commitment to economic, epvironmental. and social
goals by the organisation’s leadership;

v

statement of successes and failures;

-

performance against benchmarks such as the previous year’s performance
and targers and industiy sector norms;

» the organisation’s approach to stakcholder engagement and
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» major challenges for the organisation and its business sector in integrating
responsibilities for finandal performance with those for economic, environ-
mental, and sodal performance, including the implications for future busi-
ness strategy.

The CEO statemnent may be combined with the statemient of vision and strategy.

: QECPROHLE

. This section provides an overview of the reporting organisation and describes the scope
of the report. Thus, it provides readers with a context for understanding and evaluat-
ing information in the rest of the report. The section also includes organisational con-
tact information.

Organisational Profile

Reporting organisations should provide the information listed below. In addition, they
are encouraged to include any additional information that is needed for a full picture
of the organisation’s operations. products, and services.

2.1 Name of reporting organisation.

2.2 Major products and/or services, including brands if appropriate.

The reporting organisation should also indicate the nature of its role in providing
these products and services, and the degree to which the organisation relies on
outsourcing.

2.3 Operational structure of the organisation.

2.4 Description of major divisions, operating companies, subsidiaries, and joint
ventures.

2.5 Countries in which the organisation’s operations are located.
2.6 Nature of ownership; legal form,
2.7 Nature of markets served.
2.8 Sscale of the reporting organisation:
» nurnber of employees;
» products produced/scrvices offered {quantity or volumce);
» netsales; and
» total capitalisation broken down in terms of debt and equity.
In addition to the above, reporting organisations are encouraged to provide
additional information, such as:
» valuc added;
¥ total assets; and
» breakdowns of any or all of the following:
+ sales/revenues by countries/regions that make up 5 percent or more of
total revenues;
« major products and/or identified services;
« Costs by country/region; and
» employees by country/region.

In preparing the profile information, organisations should consider the need to pro-
vide information beyond that on direct employees and finandal data. For exam-
ple, some organisations with few direct employees will have many indirect
employees. This could include the employees of subcontractors, franchisces, joint
ventures, and companies entirely dependent on or answerable to the veporting
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organisation. The extent of these relationships may interest stakeholders as imuch
ar more than information on direct employees. The reporting organisation should
consider adding such information to its profile where velevant.

Reporting organisations should choose the set of measures best suited to the nature
of their operations and stakeholders” needs. Measures should inctude those that
can be used specifically o create ratios using the absolute figures provided in other
sections of the report (See Annex 5 for information on ratios). All information
should cover that portion of the organisation that is covered by the report.

2.6 List of stakeholders, key attributes of each, and relationship to the report-
ing organisation.

Stakeholders typically include the following groups {examples of attributes are
shown in parenthesces):

-

communitics (locations, nature of interest);
» customers (vetail, wholesale, businesses, governmenisj;
¥ shareholders and providers of capital (stock exchange listings):

-

suppliers (products/services provided, local/national/international
operationsy;

-

trade unions (relation to workflorce and reporting organisation);
workforee, direct and indirect (size, diversity, relationship to the reporting
organisation); and '

-

-

other stakeholders (business partners, local authorities, NGOs),

Report Scope

2.10 Contact person{s) for the report, including e¢-mail and web addresses.
2.11 Reporting period {e.g., fiscal/calendar year) for information provided.
2.12 Date of most recent previous report (if any).

2.13 Boundaries of report {countries/regions, products/services, divisions/
facilities/joint ventures/subsidiaries) and any specific limitations on the
scope. )

It reporting boundaries do not match the full range of economic, environmental,
and sodal impacts of the organisation, state the strategy and projected timeline for
providing compleie coverage.

2.14 Significant changes in size, structure, ownership, or products/services that
have occurred since the previous report.

2.15 Basis for reporting on joint ventures, partially owned subsidiaries, leased
facilities, outsourced operations, and other situations that can significandy
affect comparability from period to period and/or between reporting organ-
isations,

2,16 Explanation of the nature and effect of any re-statements of information
provided in earlier reports, and the reasons for such re-statement (e.g.. merg-
ersfacquisitions, change of base vears/periods, nature of business,
measurement methods).

Report Profile

2.17 Decisions not to apply GRI principles or protocols in the preparation of
the report.

2.18 Criteria/definitions used in any accounting for economic, environmental,
and social costs and benefits.




Part € Report Content

2.19 Sipnificant changes from previous years in the measurement methods
applied (o key economic, envirommental, and social information.

2.20 Policies and internal practices to enhance and provide assurance about the
accuracy, completeness, and reliability that can be placed on the sustain-
ability report.

This includes internal management systems, processes, and audits that management
relies on to ensure that reported data are reliable and complete with regard to the
scope of the report.

2.21 Policy and current practice with regard to providing independent assurance
for the full report.

2.22 Means by which report users can obtain additional information and reports
about economic, environmental, and social aspects of the organisation’s
activities, including facility-specific information (if available).

3%5 GOVERNANCE STRUCTURE AND
MANAGEMENT SYSTEMS

This section provides an overview of the governance structure, overarching policies, and
management systems in place to implement the reporting organisation’s vision for sas-

_tainable development and to manage its performance. In contrast, Section 5 (Perfor-
mance Indicators) addresses the results and breadth of the organisation’s activities.
Discussion of stakeholder engagement forms a key part of any desaiption of governance
structures and management systems.

Some of the information listed in this section may overlap with information in other
publications {rom the organisation. GRI is sensitive to the need to avoid unnecessary
duplication of effort. However, for the sake of ensuring full and complete contextual
information for users of sustainability reports, it is important to cover the items listed
below in combination with other information on the organisation’s economic, envi-
ronmental, and socdial performance. Organisations may wish to cross-reference between
different documents, but this should not be done at the expense of excluding necessary
information in a sustainability report.

Structure and Governance

3.1 Governance structure of the organisation, including major committees under
the board of directors that are responsible for setting strategy and for over-
sight of the organisation,
Describe the scope of responsibility of any major commitiees and indicate any direct
responsibility for economic, sodal, and environmental performance.

3.2 Percentage of the board of directors that are independent, non-executive
directors.

State how the board determines “independence”.
3.3 Process for determining the expertise board members need to guide the

strategic direction of the organisation, including issues related to environ-
mental and social risks and opportunities.

3.4 Board-level processes for overseeing the organisation's identification
and management of economic, environmental, and social risks and oppor-
tunities.
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3.5 Linkage between executive compensation and achievement of the organi-
sation’s financial and non-financial goals (e.g., environmental performance,
labour practices).

3.6 Organisational structure and key individuals respousible for oversight,
- implementation, and audit of economic, environmental, social, and related
policies.
Include identification of the highest level of management below the board level
direcily responsible for setting and implementing environmental and sodial poli-
cics, as well as genceral organisational structure below the board level.

3.7 Mission and values statements, internally developed codes of conduct or
principies, and polices relevant to economic, environmental, and social per-
formance and the status of implementation,

Descaribe the status of implementation in terms of degree 1o which the code is applied
across the organisation in different regions and departments/units. “Polides” refers
to those thav apply to the organisation as a whole, but may not necessanily provide
substantial detail on the specific aspects listed under the performance indicators in
Part C, Section S of the Guidelines.

3.8 Mechanisms for shareholders to provide recommendations or direction to
the board of directors.

Include reference 10 any policies or processes vegarding the use of sharchelder res-
olutions or other mechanisms for ¢nabling minority shareholders to express opin-
fons to managenient.

Stakeholder Engagement

Stakeholder engagement activities should reflect the organisation’s stakeholders as
identified in the Profile section.

3.9 Basis for identification and selection of major stakeholders.

This includes the processes for defining an organisation’s stakeholders and for dever-
mining which groups to engage. '

3.10 Approaches to stakeholder consultation reported in terms of frequency of

consultations by type and by stakeholder group.

This could include surveys, focus groups, conununity panels, corporate advisory
pancls, written communication, management/union structures, and other vehicles.

3.11 Type of information generated by stakeholder consultations.

Include a list of key issues and concens raised by stakeholders and identify any
indicators specifically developed as a result of stakeholder consultation.

3.12 Use of information resulting frony stakeholder engagements.

For example, this could indude seleaing performance benchmarks or influencing
specific decisions on policy or operations.

Overarching Policies and Management Systems

GRI has included policy indicators in hoth Section 3 {Governance Structure and
Management Systems) and Section 5 (Performance Indicators), using the general prin-
ciple of grouping information items closest to the most relevant aspect. The broader,

overarching policies are most directly related to the governance structure and man-




agement systerns section of the report. The most derailed level of policy (e.g., policies
on child labour) may be captured in the performance indicator section of the report.
Where the reporting organisation perceives an overlap in the GRI framework, it should
chouose the most appropriate location in its report for the information.

3.13 Explanation of whether and how the precautionary approach or principle
is addressed by the organisation.
This could indude an example that lustrates the organisation’s approach 1o risk
management in the operational planning or the development and introduction of
new producs. For reference, see the glossary for text of Artide 15 of the Rio Prin-
dples on the precautionary approach.

3.14 Externally developed, voluntary economic, environmental, and social char-
ters, sets of principles, or other initiatives to which the organisation sub-
scribes or which it endorses.

Include date of adoption and countrics/operations where applied.

3.15 Principal memberships in industry and business associations, and/or
national/international advocacy organisations.

3.16 Policies and/or systems for managing upstream and downstream impacts,
including:
* supply chain management as it pertains to outsourcing and supplier
environmental and social performance; and
» product and service stewardship initiatives.
Stewardship initarives incdude ¢fforts to improve product design 1o minimise
negative impacts associated with manufaciuring, use, and final disposal.

3.17 Reporting organisation’s approach to managing indirect econoiic, envi-
ronmental, and social impacts resulting from its activities.

See below {under Economic Performance Indicators) for a discussion of indirect eco-
nomic mpacts.

3.18 Major decisions during the reporting period regarding the Jocation of, or
changes in, operations.
Explain major decisions such as fadility or plant openings, dosings. expansions,
and contractions.

3.19 Programmes and procedures pertaining to economic, environmental, and
social performance. Include discussion of:
» priority and target serting;
» major prograrmmes to improve performance;
¥ internal communication and training;
» performance monitoring;
» internal and external auditing; and
Y senior management review,

3.20 Status of certification pertaining 1o economic, environmental, and social
management systems.

Include adherence 10 environmental management standards, labour, or social
accountability management systerns, or other management systems for which
formal certification is available.




GRI CONTENT INDEX

A table identifying location of cach element of the GRI Report Content, by
section and tndicator,

The purpose of this section is 1o cnable report users o quickly assess the degree o
which the reporting organisation has included the information and indicators con-
tained in the GRI Guidelines. Spedfically, the reporter should identify the location
of the following GRI elements:

Vistor and Strategy: 1.1 and 1.2

Profile: 2.1 10 2.22

Governance Structure and Managenent Systems: 3.1 10 3.20

v v v v

Performance Indicators: all core performance indicators and identification of
the location of explanations for any omissions

-

Any of the additional indicators from Section 5 of Part C that the reporter .
chooses to include in the report

5 PERFORMANCE INDICATORS

This section lists the core and additional performance indicators for GRI-based reports.
Reporting organisations that wish to report in accordance with the Guidelines should
read Part A concerning the requirements for in accordance reporting.

The performance indicators are grouped under three sections covering the economic,
environmemal, and sodal dimensions of sustainability. This grouping is based on the
conventional model of sustainable development and is intended to aid users of
the Guidelines. However, limiting performance indicators to these three categories
may not fully capture the performance of an organisation for a number of reasons.
For example:

» changes in one aspect of economic, environmental, or sodal performance often
result in changes 10 other aspects of sustainability:

» sustainability strategies often use one area of sustainability as a reference point when
defining goals for another area; and

» advanduog sustainable development requires coordinated movement across a set of
performance measurements, rather than random improvement within the full
range of measurements.

Therefore, in addition to the economic, environmental, and social dimensions, a fourth
dimension of information is necessary: integrated performarnce.

Integrated indicators are considered first in this section. Following this are the core and
additional indicators related to economic, environmental, and social performance.

Integrated Indicators

Given the unique relationship of each organisation to the economic, environrental,
and sodial systems within which it operates, GRI has not identified a standardised set
of integrated performance indicators. However, GRI encourages reporting organisations
to consult with stakeholders and develop an appropriate shortlist of integrated per-

formance indicators to include in their reports.
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Integrated measures are generally of two types:
1. Systemic indicators; and

2. Cross-cutting indicarors.

Svsternic indicators relate the activity of an organisation to the larger economic, envi-
ronmental, and sodial systers of which it is a part. For example, an organisation could
describe its performance relative to an overall system or a benchmark. such as a SYSTEMIC INDICATORS
percemtage of the total workplace accidents found in the sector within a given country. PROVIDE AN
Similarly, an organisation could present its net job creation as a proportion of the total -

arhy n O1g? o. ou .1 €se j : proportion of the tota UNDERSTANDING OF
rrumber of jobs created in a region.

THE DEGREE TO WHICH

Absolute systemic indicators describe an organisation’s pertormance in relation to the

o oo s THE ORGANISATION’S
limit or capacity of the system of which it is a part. An example would be the amount GANIS

of air pollutants of a given type released as a proportion of the toral amount altowable PERFORMANCE MAY
in a region as defined by a public authority. INFLUENCE THE
In gencral, systemic indicators provide an understanding of the degree to which the PERFORMANCE OF A LARGER

organisation’s perforinance may influence the performance of a larger systemn. These
types of imneasures are most useful for organisations that operate within a relatively nar-
rawly defined geographic area.

ECONOMIC, ENVIRONMENTAL,

OR SOCIAL SYSTEM.

Cross-cinting indicators directly relate two or more dimensions of economic, envi-
ronniental, and social performance as a ratio. Eco-efficiency measures (e.g., the amount
of emissions per unit of output or per monetary unit of turnover) are the best-known
examples ({urther guidance on ratio indicators can be found in Annex 5). Many organ-
isations have proposed standardised sets of envirommnental efficiency indicators that
measure various types of resource use or pollution emissions against an cconomic or
productivity measure. Cross-cutting indicators effectively demonstrate the size of the
positive or negative impact for each incremental change in another value.

Tn developing and reporting cross-cutting indicators, care should be taken to:

» draw, where possible, on information already reported under these Guidelines;

» ensure that the indicators use ratios derived from normalised measures and, when
possible, from internationally accepted metrics: and

» supplenment, not replace, non-ratio indicators.

7; «,‘Eé»onomc PERFORMANCE INDICATORS

‘The economic dimension of sustainability concems an organisation’s impacts on the eco-
" nomic circumstances of its stakeholders and on economic systems at the Jocal, national
and global levels. Economic impacts can be divided into:
» direct impacts; and

» indirect impacts.

These impacts can be positive or negative. Broadly speaking, economic performance
encommpasses all aspects of the organisation’s cconomic interactions, including the tra-
ditional measures used in finandal accounting, as well as jntangible assets that do not

systematically appear in finandal statements, However, econontic indicators as articu-
{ated in the Guidelines have a scope and purpose that extends bevond that of traditional
{inancial indicators.
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ECONOMIC INDICATORS

AS ARTICULATED IN THE
GUIDELINES HAVE A SCOPE
AND PURPOSE THAT
EXTENDS BEYOND THAT OF
TRADITIONAL FINANCIAL

INDICATORS.

Financial indicators focus primartly on the profitability of an organisation for the pur-
pose of informing its management and shareholders. By contrast, economic indicators
in the sustainability reporting context focus more on the manner in which an organi-
sation affects the stakeholders with whom it has direct and indirect economic interac-
tions. Therefore, the focus of economic performance measurement s on how the
economic status of the stakeholder changes as a consequence of the organisation’s activ-
ities, rather than on changes in the financial condition of the organisation itself. To some
cases, existing finandial indicators can directly inforin these assessments. However, in
other cases. ditferent measures may be necessary, including the re-casting of traditional
financial information to emphasise the impact on the stakeholder. In this context, share-
holders are considered one among several stakehelder groups.

While financial performance indicators are well developed, indicators of organisation-level
economic performance as described in the previous paragraph are still evolving. The indi-
cators in this section are the result of a consultation process that began afier the release
of the June 2000 Guidelines and represent a new approach 1o r¢porting on economic
impacts. This framework will continue to evolve in future versions of the GRY Guidelines
as application and learmning continue. Such evolution will include an understanding of
how economic impacts are linked to the intangible assets of the organisation.

Direct impacts
The economiic indicators on direct inpacts are designed to:

» measure the monetary flows between the organisation and its key stakeholders;
and

» indicate how the organisation affects the cconomic circumstances of those stake-
holders.

The aspects for this section are organised around stakeholder groups. Each aspect
includes a monetary flow indicator, which provides an indication of the scale of the rela-
tionship between reporting organisation and stakeholder. Most monetary flow indica-
tors are paired with one or more other indicators that provide insight into the nature
of the performance and impact on the stakeholder's economic capadity.

For example, under suppliers, the monetary flow indicator assodated with “cost of all
goods, materials, and services purchased” provides information on the scale of flows
berween the reporting organisation and its suppliers. The performance indicator
describes one facet of the economic relationship between the suppliers and the report-
ing organisation.

Indirect impacts

The total economic impact of an organisation includes indirect impacts stemming from
externalities that create impacts on cormmunities, broadly defined. Externalities are those
costs or benefits arising from a transaction that are not fully reflected in the monetary
amount of the fransaction. A cormmunity can be considered as anything from a neigh-
bourhood, to a country, or even a community of interest such as a minority group within
a socicty. Although often complex, indirect impacts are measurable. However, given
the diversity of situations facing reporting organisations, GRI has not at this point iden-
tified a single, generic set of such indicators. Thus, cach organisation should select per-

forrmance indicators based on its own analysis of the issues. Information on the reporting



organisation’s overall approach to identifying and managing indirect impacts is covered
under item 3.17 in the Governance Structure and Management Systems section.
Examples of externalities might include:

¥ innovation measured through patents and partnerships;

» economic effects (positive or negative) of changes in location or operations; ov

» the contribution of a sector 10 Gross Domestic Product or national competitiveness.

Examples of community impacts might include:
» conununity dependency on the organisation’s activities;
» ability of the organisation to attract further investment into an area; or

» the location of supplicrs.

Further discussion of indirect economic impacts is available through discussion papers
prepared by the Economics Subgroup of the Measurement Working Group. These can
be found on the GRI website.

Economic Performance indicators

= yon

DIRECT ECONOMIC IMPACTS

Customers

Monetary flow indicator:
EC1. Net sales.
As listed in the profile section under 2.8.

EC2. Geographic breakdown of markets.

For each product or product range, disclose national market share
by country where this is 25% or more, Disclose market share and
sales for each country where national sales represent 5% of more

of GDP.
Suppliers
Monetary flow indicator: EC11. Supplier breakdown by organisation and country,
EC3. Cost of all goods, materials, and services purchased. List alt suppliers fram which purchases in the reporting period

represent 10% or more of total purchases in that period. Also

ECy. Percentage of contracts that were paid in accordance with identify all countries where total purchasing represents 5% or

agreed terms, excluding agreed penally arrangements,

. o ; more of GDP.
Terms may include conditions such as scheduling of payments, "
form of payment, or other conditions. This indicator is the percent
of contracts that were paid according to terms, regardless of the
details of the terms.
i)
Employees

Monetory flow indicator:

ECs. Total payroil and benefits (including wages, pension, other
benefits, and redundancy payments) broken down by country or
region,

This remuneration should refer to current payments and not
include future commitments.

{Note: indicator LAg on training also offers information on one
aspect of the organisation’s investment in human capital.)
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Economic Perform

ance Indicgtors {continued)
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Providers of Capital

Monetary flow indicator:

ECé6. Distributions to providers of capital broken down by
interest on debt and borrowings, and dividends on all classes of
shares, with any arrears of preferred dividends to be disclosed.
This includes all forms of debt and borrowings, not only
long-term debt.

EC7. Increase/decrease in retained earnings at end of period.
{Note: the information contained in the profile section (2.1-2.8)
enables calculation of several measures, including ROACE
(Return On Average Capital Employed)).

Public Sector

Monetary flow indicators: ’ EC12. Total spent on non-core business infrastructure

EC8. Total sum of taxes of all types paid broken down by country. development.

This is infrastructure built outside the main business activities of
the reporting entity such as a school, or hospital for employees
and their families.

ECg. Subsidies received broken down by country or region,
This refers to grants, tax relief, and other types of financial bene-
fits that do not represent a transaction of goods and services,

Explain definitions used for types of groups.

EC10. Donations to community, civil society, and other groups
broken dowmn in terms of cash and in-kind donations per type of

group.

INDIRECTY ECONOMIC IMPACTS

EC13. The organisation’s indirect economic impacts.
identify major externalities associated with the reporting
organisation’s products and services.

"ENVIRONMENTAL PERFORMANCE INDICATORS

. The environmental dimension of sustainability concerns an organisarioh’s impacts on living
and non-living natural systems, including ecosystems, land, air and water. The environ-
mental dimension of sustainability has achieved the highest level of consensus among the
three dimensions of sustainability reporting.

It is particularly important to provide environmental perforiance information in terms
of both absolute figures and normalised measures (e.g., resource use per unit of output}.
Both measures reflect important, but distinct, aspects of sustainability. Absolute figures
provide a sense of scale or magnitude of the use or impact, which allows the user 1o con-
sider performance in the context of larger systems. Normalised figures illustrate the organ-
isation’s effidency and support comparison between organisations of different sizes.
1n general, stakeholders should be able to calculate normalised figures using data {rom the
report profile {e.g, net sales) and absolute figures reported in the cnvironmental
performance section. However, GRI asks the reporting organisation to provide both nor-
malised and absolute figures.

In reporting on environmental indicators, reporting organisations are also encouraged to

keep in mind the prindple of sustainability context. With respect to the environmental
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measures in the report, organisations are ¢ncouraged to relate their individual per-
formance 1o the broader ecological systems within which they operate. For example,
arganisations could seek to report their pollution output in terms of the ability of the

environment (local, regional, or global) te absorb the polhutants.

v

Environmental Performance fndicators

Materiols

* EN1. Totat materials use other than water, by type.
Provide definitions used for types of materials. Report in tonnes,
kilograms, of volume.

EN2. Percentage of materials used that are wastes

(processed or unprocessed) from sources external to the
reporting organisation.

Refers to both post-consumer recycled material and waste from
industrial sources. Report in tonnes, kilograms, or volume.

Energy4

EN3. Direct energy use segmented by primary source.

Report on all energy sources used by the reporting organisation
for its own operations as well as for the production and delivery of
energy products (e.g., electricity or heat) 10 other organisations.
Report in joules.

ENg. Indivect energy use.

Report on all energy used to produce and deliver energy products
purchased by the reporting organisation (e.g., electricity or heat).
Reportt in joules.

EN17. Initiatives to use renewable energy sources and
to increase energy efficiency.

EN18. Energy consumption footprint (i.e., annualised
tifetime energy requirements) of majer products.
Report in joules.

EN19. Other indirect (upstream/downstream) energy use and
implications, such as organisational travel, product lifecycle
management, and use of energy-intensive materials.

Waters

ENs. Total water use.

EN20. Water sources and retated ecosystems/habitats
significantly affected by use of water.

Include Ramsar-listed wetlands and the overati contribution to
resulting environmental trends.

EN21. Annual withdrawels of ground and surface wateras a
percent of annual renewable quantity of water available from
the sources.

Breakdown by region.

EN22, Total recycting and reuse of water.
Include wastewater and other used water (e.g., cooling water).

Biodiversity

EN6. Location and size of land owned, leased, or managed in
biodiversity-rich habitats.

Further guidance on biodiversity-rich habitats may be found at
www.globalreporting.crg (forthcoming).

EN7. Descriplion of the major impacts on biediversity assotiated
with activities and/or products and services in terrestrial, fresh-
water, and marine environments.

EN23. Total amount of iand owned, leased, or managed for
production activities or extractive use.

EN24. Amount of impermeable surface as a percentage of land
purchased or leased.

EN2s, impacts of activities and operations on protected and
sensitive areas.

{e.g., IUCN protected area categories 1~4, world heritage sites,
and biosphere reserves).

EN26. Changes to natural habitats resulting from activities and
operations and percentage of habitat protected or restored.
Identify type of habitat affected and its status.

4. A dralt protocol is currently under development for these indicators. Please see www.globalreporiing.org for funther details.
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Biodiversity (continued)

EN27. Objectives, programmes, and targets for protecting and
restoring native ecosystems and species in degraded areas.

EN28. Number of [JUCKH Red List species with habitats in areas
affected by operations.

EN2g. Business units currently operating or planning eperations
in or arcund protected or sensitive areas.

Emissions, Effluents, and Waste

EN8. Greenhouse gas emissions.
(CO,, CH,, NoO, HFCs, PECs, SFg). Report separate subtotals
for each gas in tonnes and in tonnes of CO, equivalent for
the following:

e direct emissions from sources owned ot controlled by

the reporting entity

¢ indirect emissions from imported electricity heat or steam

See WRI-WBCSD Greenhouse Gas Protocol.

ENg. Use and emissions of ozone-depleting substances.
Report each figure separately in accordance with Montreal
Protocol Annexes A, B, C, and E in tonnes of CFC-11 equivalents
(ozone-depleting potential).

ENzo. NOx, SOx, and other significant air emissions by type.
Include emissions of substances regulated under:
* {ocal laws and regulations
* Stockhotm POPs Convention (Annex A, B, and ) — persistent
organic pollutants
« Rotterdam Convention on Prior Informed Consent (PIC)
* Helsinki, Sofia, and Geneva Protocols to the Convention on
Long-Range Trans-boundary Air Pollution

EN11. Total amount of waste by type and destination.
“Destination” refers to the methad by which waste is treated,
including composting, reuse, recycling, recovery, incineration,
or landfilling. Explain type of classification method and
estimation method,

EN12. Significant discharges to water by type.
See GRI Water Pratocol.

ENz3. Significant spills of chemicals, oils, and fuels in terms
of total number and total volume.

Significance is defined in terms of both the size of the spilt and
impact on the surrounding environment.

EN30. Other relevant indirect greenhouse gas emissions,

(CO,, CH,, N0, HFCs, PECs, SFg). Refers to emissions that are

a consequence of the activities of the reporting entity, but occur
from sources owned or controlled by another entity. Report in
tonnes of gas and tonnes of CO, equivalent. See WRI-WBCSD
Greenhouse Gas Protocol.

EN31. Al production, transport, impert, or export of any waste
deemed “hazardous® under the terms of the Basel Convention
Annex |, f, 1, and V.

EN32. Water sources and related ecosystems/habitats
significantly affected by discharges of water and runoff,
include Ramsar-listed wetlands and the overall contribution to
resulting environmental trends. See GRI Water Protocot.

Suppliers

EN33. Performance of suppliers relative to environmental
components of programmes and procedures described in
response 6 Governance Structure and Management Systems
section {Section 3.16}.

Products and Services

EN1y. Significant environmentat impacts of principal products
and services.
Describe and guantify where relevant.

EN1s. Percentage of the weight of products sold that is
reclaimable at the'end of the products’ useful tife and
percentage that is actually reclaimed.

“Reclaimable” refers to either the recycling or reuse of the
product materials or components.
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Compfliance
ENa6. Incidents of and fines for non-compliance with all
applicable international declarations/conventions/treaties,
and national, sub-national, regional, and locat regulations
associated with environmental issues,
Explain in terms of countries of operation,
Transport

EN34. Significant environmental impacts of transportation used
for logistical purposes.

Overalil

EN3s. Totat environmental expenditures by type.
Explain definitions used for types of expenditures.

SOCIAL PERFORMANCE INDICATORS

The sacial dimension of sustainability concerns an organisation’s impacts on the social
systems within which it operates. Sodal performance can be gauged through an analy-
sis of the organisation’s impacts on stakeholders at the local, national, and global levels.
In some cases, social indicators influence the (»rgariisati(m’s intangible assets, such as
its human capital and reputation.

Sacial performance measurement enjoys less of a consensus than environmental per-
formance measurement. Through its consultative process, GRI has selected indicators
by identitying key performance aspects surrounding labour practices, human rights, and
broader issues affecting consumers, community, and other stakeholders in society. The
specific aspects for labour practices and human rights performance are based mainly
on internationally recognised standards such as the Conventions of the International
Labour Organisation (ILO) and intemational instruments such as the United Nations
Universal Declaration of Hurnan Rights. In particular, the labour practices and human
rights indicators have drawn heavily on the ILO Tiparnite Dedaration Concerning
Multinational Enterprises and Sodial Policy, and the Organisation for Economic Co-
operation and Development (OECD) Guidelines for Multinational Enterprises, which
were deemed most relevant to the responsibilities of business during the GRI consul-
tative process.

The aspects of labour practices that relate to human rights have been incorporated into
the latter category. This decision was made to avoid treating “labour rights” as some-
thing different from. or less important than, “human rights”. The decision reflects the
strong sentiment that an organisation’s contribution in the area of labour practices
should not be simply to protect and respect basic vights; it should also be to enhance
the quality of the working environment and value of the relationship to the worker.
While the aspects under labour practices and human rights are closely related (e.g.,
collective bargaining and industrial relations), there remains a fundamental difference

in the purpose of the indicators, and they have therefore been kept separate. The aspects
and indicators under human rights help assess how a reporting organisation helps main-
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tain and respect the basic rights of a2 human being. The aspects and indicators under
labour practices measure ways in which an organisation’s contributions go beyond these
baseline expectations.

Several of the sodal perdormance indicators differ considerably in nature from other
economic and environmental performance indicators in the Guidelines. Many of the
social issues that are the subject of performance measurement ave not casily quantifi-
able, so a number of social indicators are qualitative measures of the organisation’s sys-
tems and operations, induding policies, procedures, and management practices. These
indicators relate not to general, overarching policies (as listed in Section 3 of Part C)
but to specific, namrowly defined sodal aspects such as forced or compulsory labour, or
freedom of assodiation. Future protocols will help further articilate the specific details
associated with these indicators of practice and policy.

While GRI1 has sought o aapture issues of key concern to most stakeholders, the
Guidelines do not, at present, address the questions of all potential stakeholders. Given
the diversity of social situations and issues that confront them, organisations should use
stakeholder consultation to ensure that the social impacts on which they report are as
complete as possible. Three areas that will require further artention in the future are
employee remuneration, working time, and broadening the coverage of community.
Tt is cuurently felt that these issues are best addressed on a sector-specific basis in GRY's
future sector supplements. However, consideration will be given to incorporating appro-
priatc indicators into the core Guidelines in future revision cycles.

The social performance indicators that appear in this document represent a significant
step forward from the previous version of the Guidelines in identifying core issues that
are applicable to most organisations. However, GRI sodial indicators will be continually
enhanced over time as the field of performmance measurement progresses and GRI
receives further feedback on the Guidelines.

Social Performance Indicators: Labour Practices and Decent Work
Yok B2 ﬂ@%j‘ﬂn o (31 : VQ‘“&_E!

Employment
LA1. Breakdown of workforce, where possible, by region/country,  LA12. Employee benefits beyond those legally mandated.
status {employee/non-employee), employment type (full (e.g., contributions to health care, disability, matemnity,
time/part time), and by employment contract (indefinite or education, and retirement).

permanent/fixed term or temporary). Also identify workforce
retained in conjunction with other employers (temporary agency
waorkers or workers in co-employment refationships),
segmented by region/country.

LA2. Net employment creation and average turnover segniented

by region/country.

Labour/Management Relations
LA3. Percentage of employees represented by independent LA13. Provision for formal worker representation in decision-
trade union organisations or other bona fide employee making or management, including corporate governance.

representatives broken down geographicatly OR percentage
of employees covered by collective bargaining agreements
broken down by region/ country.

LA4. Policy and procedures involving information, consultation,
and negotiation with employees over changes in the reporting
organisation’s operations (e.g., restructuring).
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Social Performance Indicators: Labour Practices and Decent Work (continued)
E %ﬂy}i‘g 5

Heolth end Safety

LAs. Practices on recording and notification of occupational
accidents and diseases, and how they relate to the 110 Code of
Practice on Recording and Notification of Occupational Accidents
and Diseases.

LA6. Description of formal joint health and safety committees
comprising management and worker representatives and pro-
portion of workforce covered by any such committees.

LA7. Standard injury, {ost day, and absentee rates and number of
work-related fatalities {including subcontracted workers).

LAB, Description of poticies or programmes (for the workplace
and beyond) on HIV/AIDS.

LA14. Evidence of substantial compliance with the O
Guidelines for Occupationol Health Monagement Systems.

LA15. Description of formal agreements with trade unions or
ather bona fide employee representatives covering health and
safety at work and proportion of the workforce covered by any
such agreements.

Training and Educetion

LAg. Average hours of training per year per employee by
category of employee.

(e.g., senior management, middle management, professional,
technical, administrative, production, and maintenance).

LA16, Description of programmes to support the continued
employability of employees and to manage career endings.

LA17. Specific policies and programmes for skills management
or for lifelong learning.

Biversity and Opporfanity

tAzo. Description of equal opportunity policies or programmes,
as well as monitoring systems to ensure compliance and results
of monitoring.

Equal opportunity policies may address workplace

harassment and affirmative action relative to historical patterns
of discrimination.

1A11. Composition of senior management and corporate
governance bodies (including the board of directors), including
female/male ratio and other indicators of diversity as
cuiturally appropriate,

Social Performance indicators: Human Rights

Stretegy ond Management

HR1. Description of policies, guidelines, corporate structure, and
procedures to deal with all aspects of buman rights relevant to
operations, including monitoring mechanisms and results,
State how policies relate to existing international standards such
as the Universal Declaration and the Fundamental Human Rights
Conventions of the ILO.

HRa2. Evidence of consideration of human rights impacts as part
of investment and procurement dedisions, including selection of
suppliers/contractors.

HR3. Description of poticies and procedures to evaluate and
address human rights performance within the supply chain
and contractors, including monitoring systems and resuils
of monitoring.

“Human rights performance” refers to the aspects of human
rights identified as reporting aspects in the

GRI performance indicators.

HR8. Employee training on policies and practices concerning
all aspects of human rights relevant to operations.

Include type of training, number of employees trained, and
average training duration.
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Mon-discriminatios

HRy. Description of global policy and procedures/programmes
preventing all forms of discrimination in operations, including
meonitoring systems and results of monitoring.

Freedom of Association and Collective Bargoining

HRs, Description of freedom of association policy and extent to
which this policy is universally apptied independent of local
faws, as well as description of procedures/programmes to
address this issue. .

Child Labour®

HR6. Description of policy excluding child labour as defined by
the {LO Convention 138 and extent to which this policy is visibly
stated and applied, as well as description of procedures/
programmes to address this issue, including monitoring
systems and results of monitoring.

Forced and Compulsory Labour

HRy7. Description of policy to prevent forced and compulsory
labour and extent to which this policy is visibly stated and
applied as well as description of procedures/programmes to
address this issue, including monitoring systems and results
of monitoring.

See L0 Convention No. 29, Article 2.

Disciplinary Practices

HRg. Description of appeal practices, including, but not timited
to, human rights issues.
Describe the representation and appeals process.

HR1o0, Description of non-retaliation policy and effective,
confidential employee grievance system (including, but not
limited to, its impact on human rights).

Security Practices

HR11, Human rights training for security personnel.
include type of training, number of persons trained, and average
training duration.

indigenous Rights

HR12. Description of policies, guidelines, and procedures to

. address the needs of indigenous people.
This includes indigenous people in the workforce and in commu-
nities where the organisation currently operates or intends to
operate.

HR13. Dascription of jointly managed community grievance
mechanisms /authority.

HR14. Share of operating revenues from the area of operations
that are redistributed to local communities,

5. A draft protocol is currenuly under development for this indicator, Please see www.globalreparting.org for further details.
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Community

S0a. Description of policies to manage impacls on communities

in areas affected by activities, as well as description of proce-
dures/programmes to address this issue, including monitoring
systems and results of manitoring.

Include explanation of procedures for identifying and engaging
in dialogue with community stakeholders.

SO4. Awards received relevant to social, ethical, and
environmental performance.

Bribery and Corruption

SO02. bescription of the policy, procedures/management
systems, and compliance mechanisms for organisations and
employees addressing bribery and corruption.

include a description of how the organisation meets the
requirements of the OECD Convention on Combating Bribery.

Potitical Contributions

S03. Description of policy, procedures/management systems,
and compliance mechanisms for managing politicat lobbying
and contributions.

S05. Amount of money paid to politicat parties and institutions
whose prime function is to fund pelitical parties or their
candidates.

Competition and Pricing

S506. Court decisions regarding cases pertaining to anti-trust
and monopoly regulations.

S07. Description of policy, procedures/management systems,
and compliance mechanisms for preventing anti-competitive
behaviour.

Social Performance Indicators: Product Responsibility

{ustomer Heelth and Sofety

PR1. Description of policy for preserving customer heafth and
safety during use of products and services, and extent to which
this policy is visibly stated and applied, as well as description
of procedures/programmes to address this issue, including
monitoring systems and results of monitoring.

Explain rationale for any use of multiple standards in marketing
and sales of products.

PR4. Number and fype of instances of non-compliance with regu-
iations concerning customer health and safety, including the
penaities and fines assessed for these breaches.

PRs. Number of complaints upheld by regulatory or similar offi-
cial bodies to oversee or regulate the health and safety of prod-
ucts and services,

PRé. Voluntary code compliance, product labels or awards with
respect to social and/or environmental responsibility that the
reporter is qualified to use or has received.

Include explanation of the process and criteria involved.

Products and Services

PR2. Desceiption of policy, procedures/management systems,
and compliance mechanisms related to product information
and labelling.

PRy. Humber and type of instances of non-compliance with
regulations concerning product information and labelling,
including any penaities or fines assessed for these breaches.

PRB. Description of policy, procedures/management systems,
and compliance mechanisms related to customer satisfaction,
including results of surveys measuring customer satisfaction.
tdentify geographic arsas covered by policy.




Part € Report Content

Advertising

PRo. Description of poticies, procedures/management systems,
and compliance mechanisms for adherence to standards and
voluntary codes related to advertising.

identify geographic areas covered by policy.

PR10. Number and types of breaches of advertising and
marketing regulations,

Respect for Privacy

PR3. Description of policy, procedures/management systems, PR11. Number of substantiated complaints regarding breaches of
and compliance mechanisms for consumer privacy. consumer privacy.
Identify geographic areas covered by poticy.
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‘GLOSSARY

Additional indicators
An indicator used at the discretion of the reporter.

Basel Convention
The Basel Convention on the Control of Trans-boundary Movements of Hazardous
Wastes and Their Disposal was dralted and adopted in 1989, and entered into force
in 1992. The Convention works to reduce the movement of hazardous wastes, to
ensure that wastes are disposed of as closely as possible to where they were produced,
and to minimise the generation of hazardous wastes in terms of quantity and level of
hazardousness.

{htgpd Avneweunepah indes oy

Cadbury Commission

A committee chaired by Sir Adrian Cadbury, based in the UK, which focussed on the
control and reporting functions of boards and on the role of auditors. At the heart of
the Committee’s recommendations, released in 1992, is a Code of Best Practice
designed to achieve the necessary high standards of corporate behaviour. The London
Stock Exchange (LSE) required alt listed companies registered in the UK to state
whether they were complying with the Code and to give reasons for any areas of non-
compliance. In 1998, this LSE requirement was ¢xpanded 10 include the Cadbury,
Greenbury, and Hampel reports in what is now known as the Combined Code.

Cadbury Comrnission. Report of the Conunittee on the Financial Aspects of Corporate
Governance (December 1992).

CITES
The Convention on International Trade in Endangered Species of Wild Fauna and Flora
is an international agreement between governments. Its aim is to ensure that inter-
national trade in specdies of wild animals and plants does not threaten their survival.
Today, it accords varying degrees of protection to more than 30,000 species of animals
and plants, whether they ave traded as live specimens, fur coats, or dried herbs. It was
put into force in 1975 and has 150 voluntary parties.

{hoip i rewvewclies.org)

CFC-11 equivalents
The ozone depleting potential of a substance expressed in amounts equivalent to that
of CFC-11.

Convention on Long-Range Trans-boundary Air Pollution
The Convention on Long-range Trans-boundary Air Pollution was drafted after sa-
entists confirmed that air pollutants could travel several thousand kilometres before
deposition. This implied that co-operation at the international level was necessary to
solve problems such as acidification. The Convention was the first legally binding
instrument at the international level 1o deal with problems of air pollution on a broad
regional basis. It was signed in 1979 and entered into force in 1983, 1t has greatly con-
tributed 1o the development of international environunental law and created the essen-
tia] framework for controlling and reducing the damage to human health and the

environiment caused by transboundary air pollution. It is a successful example of what
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can be achieved through intergovernmental cooperation., Since i1s entry into force the
Convention has been extended by eight protocols including the Helsinki, Sotia, and
Geneva Protocols.

{hupwewwanew.orgfenviliapi

Core indicator
An indicator required to publish a report in accordance with the GRY Guidelines as
described in Part A and Pant C of the Guidelines.

Decent work
Productive work in which rights (spedifically those contained in the ILO Declaration
of Fundamental Rights at Work) are protected, which generates an adequate income,
with adequate social protection. Tt also means sufficient work, in the sense that all
should have foll access to income-earning opportunities.

Based on Report of the Director Genteral: Decesst Work, 87th Session, June 1999.
Eco-efficiency

The delivery of competitively priced goods and services that satisfy huiman needs and

bring quality of life, while progressively reducing ecological impacts and resource-use

intensity throughout the lifecycle to a level at least in line with the earth’s estimated

carrying capadity. In short, creating more value with less impact.

{hup:/iwww.whesd.org)
Ecological footprint
The size and impact of the "footprints” on the carth's ecosystems imade by companies,

communities, or individuals reflect a number of interlinked factors, induding human
population numbers, consunmption patterns, and technologies used.

Fundamental Human Rights Conventions of the 1LO
International Labour Standards covered in the Declaration on Fundamental Pring-
ples and Rights at Work {adopted by the International Labour Conference at its 86th
session, Geneva 1998):

Convention Nr. 29: Forced Labour, 1930

Convention Nr. 87: Freedom of Association and Protection of the
Right 10 Organisc, 1948

Convention Nr. 98: Right to Organise and Collective Bargaining, 1949
Convention Nr. 100: Equal Remunecration, 195]

Convention Nr. 105: Abolition of Forced Labour, 1957

Convention Nr. 111 Discrimination (Finplovment and Occupation), 1958
Convention Nt. 138: Minimum Age, 1973

Convention Nr. 182: Worst Fonns of Child Labour, 2000

{htpdfwww lloaory

Greenhouse gas emissions
Gaseous pollutants released into the atmosphere through the burning of fossil fuels
and through other avenues, that amplity the greenhouse effec. The greenhouse etfect
is widely accepted as the cause of global cliinate change. Gases include CO;, CHy, N0,
HECs, PFCs, SFg, and other CO» cquivalents.
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Indicator
A measure of performance, either qualitative or quamitative, that appears in Part C
of the Guidelines. '

Indicator aspects
The general types of miormation that ate related to a specific category {e.g., energy
use, child labour, customers). A given category may have several aspects.

Indicator categories
The broad areas, or groupings, of economic, environmental, or sodial issues of con-
cern to stakeholders {e.g.. human rights, divect economic impacts).

International Labour Organization
The UN specialised agency that seeks the promotion of social justice and internation-
ally recognised human and labour rights. It was founded in 1919.

IUCN protected area categotics
The World Conservation Union (IUCN) defines a protected area as:
“an arca of land and/or sea especially dedicated to the protection and mainte-
nance of biological diversity, and of natural and assodated cultural resources,
and managed through legal or other effective means.”
1UCN categorises protected arcas by management objective and has identified six
distinct categories of protected areas.

(hupswepa Juongfwaatnlo/ proteaedareas umiy

TUCN Red TList
The world's most comprehensive inventory of the global conservation status of plants
and animals. 1t uses a set of criteria to evaluate the extinction risk of thousands of
species and subspedies. These criteria are relevant to all species and all regions of
the world.

-

thapn/ A iucn argdrodlist/ 2000/back pound himly

King Report

The King Commmittee on Corporate Governance in South Africa was formed in 1992
{under the auspices of the Institute of Directors in Southern Africa and chaired by
Mervyn King) to promote the highest standards of corporate governance in South
Africa. Corporate Governance in South Africa was institutionalised by the publication
of the King Report on Corporate Governance in 1994, and more recently by the refease
of an updated version {“King 2") in 2002. The King Report is recognised internationally
by many as the most comprehensive publication on the subject, embracing the “inclu-
sive” or “stakeholder” approach to corporate governance. The King Report features a
Code of Corporate Practices and Conduct, which the Johannesburg Stock Exchange
stipulates all listed companies must follow. GRY is referenced in this code.

{hoy ww lodsa. e

Kyoto Protocol
In December 1997, more than 160 nations met in Kyoto, Japan, to negotiate binding
limitations on greenhouse gases for the developed nations, pursuant to the objectives
of the Framework Convention on Climate Change of 1992, The outcome of the meet-
ing was the Kyoto Protocol, in which the developed nations agreed to limit their green-
house gas emissions relative to the levels emitted in 1990.

e intd
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Lifecycle analysis

{also Jifecycle inventory, cradle 1o grave, material flow analysis}
A derailed examination of the full lifecyde of a product, process, system. or function.
Taking as an example the case of a manufactured product, a lifecycle analysis involves
taking or calculating detailed measureinents during the manufacture of the product,
from the extraction of the raw materials used in its production and distribution, through
10 its use, possible reuse or recycling, and eventual disposal,

Monireal Protoco)

The Montreal Protocol on Substances that Deplete the Ozone Laver is a landmark
international agreement designed to protect the stratospheric ozone layer. The
treaty was originally signed in 1987 and substantially amended in 1990 and 1992,
The Montreal Protocol stipulates that the production and conswnption of compounds
that deplete ozone in the stratosphere (chloroftucrocarbons (CFCs), halons, carbon
tetrachloride, and methyl chloroform) were 1o be phased out by 2000 (2005 for
methyl chloroform).

{hnt
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NOx
Nitrous oxides.

Precautionary approach/principle
This principle emerged from Articke 15 of the Rio Principles, which states:
“In order to protect the environment, the precautionary approach shall be
widely applied by States according to their capabilitics. Where there are threats
of serious or irreversible darmage, lack of full scientific certainty shall not be
ased as a reason for postponing cost-effective measures 1o prevent
“environmental degradation.”

{snvav UL orR/uneptio )

Ramsar-listed wetland
An area designated as a Wetland of International Impaortance due to its importance
for preserving biological diversity or because itis a representative, rare or unique wet-
land type. The list includes 1.180 wetland sites, totalling 103.2 million hectares.

/i wawwramsarorg)

Reporting element
The numbered information queries {e.g.,, 2.1, 3.13) listed in Part € that are part of a
GRI-based report.

Reporting organisation
The organisation preparing the report specified in the profile section of a GRI-based
report (Section 2 of Part €).

Report user
Any stakeholder of the reporting organisation who uses the report, including both
external and internal partics. )

Rotterdam Convention on Prier Inforined Consent
Agreed in 1988, the Rotterdam Convention makes prior informed consent (PIC) legally

binding. PIC requires exporters trading in a list of hazardous substances to obtain the
prior informed consent of importers before proceeding with the trade. The Conven-
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tion establishes a first line of defense by giving importing countries the tools and infor-
mation they need 1o identify potential hazards and exclude chemicals they cannot
manage safely,

v i ing/

Social and ethical funds
Investment {unds that use social or other non-financial criteria in selecting invesunents.

SOx
Sulphur oxides.

Stackholm POPs Convention

The Stockholm Convention is & global treaty to protect human health and the envi-
ronment from persistent organic pollutants (POPs). POPs are chemicals that remain
intact in the environrment {or long periods, become widely distributed geographically,
accumulate in the fatty tissue of living organisims, and are toxic to humans and wildlife.
POPs circulate globally and can cause damage wherever they travel. In implement-
ing the Convention, govermunents will take measures to eliminate or reduce the release
of POPs into the enviromment.

{(hii
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Turnbull Repot
A report published by the Institute of Chartered Accountants in England & Wales on
the implementation of the internal control requirements of the Combined Code on
Corporate Governance.

(e wnewicaew.oo, uk/

internalcontrol)

WRI-WBSCD Greenhouse Gas Protocol
A measurement protocol developed jointly by the World Resources Institute and World
Business Coundil for Sustainable Development.

(hupfiwwwghgprotocelosg)




ANNEX 1:
OVERVIEW OF THE GLOBAL REPORTING INITIATIVE!

History

The Global Reporting Initiative (GRI) was convened in 1997 by the Coalition for Envi-
ronmentally Responsible Economies (CERES) in partnership with the United Nations
Enviromment Programme (UNEP). [t was established to elevate sustainability reporting
practices to a level equivalent to those of finandal reporting, while achieving compa-
rability, credibility, rigour, timeliness, and verifiability of reported information. GRI has
undettaken this work with the active participation of corporations, environmental and
sodial NGQs, accountancy organisations, trade unions, investors, and other stakchold-
ers worldwide.

GRI released an exposure drafy Sustainability Reperting Guidelines {*Guidelines”) in 1999,
After an exhaustive period of drafting, pilot testing, and further consultation, GRI
released the fivst version of its Guidelines in June 2000. The 2002 version of the Giride-
fines marks the continuation of a cycle of testing, review, consultation, and revision of
both the Guidelines and supporting documents. Future revision cycles will remain rooted
in the principles GRI has embodied since its inception: inclusiveness, balance, trans-
parency, and technical excellence.

Organisational Profile

In late 2002, the permanent GRI Secretariat will be headquartered in Amsterdan.
GRI will be affiliated with the United Nations as a UNEP Collaborating Centre. The GRI
Secretariat will be responsible for implementing the organisational work programme
approved by the Board of Directors in consultation with the Stakeholder Council and
the Technical Advisory Council. In developing its guidance on sustainability reporting,
GRI will continue to rely heavily on the input of mulli-stakeholder, ad hoc working
groups. Since 1999, several hundred organisations have participated in working groups
that have guided GRI's work on performance indicators, assurance practices, and revis-
ing the Guidelines. Through these working groups, the Secretariat strives to incorporate
a diversity of perspectives and experience that is balanced in terms of constituencies and
geographic representation. The products of the working groups—and GRI as a whole—
are subject to pilot testing processes to assess the efficacy of the reporting framework.

Recent Milestones
The period 2000-2002 marked a number of milestones in the development of GRIL
Some of these are listed below.

Governance
GRI is making rapid progress toward establishing the institutional framework to sup-
port its work in the future.

» The permanent GRI was offidally inaugurated in early April 2002 art the United
Nations in New York City. Sodial and environmental NGOs. corporations, labour,
government, and UN representatives publicly endorsed GRT's mission at the cere-
mony.

1. More detailed information on GRI's history and glovernance structure is avaitable at
wwnvglobalreponting.org.
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Following an open pomination process that netted more than 100 nominations, a
distinguished nominating committee selected a 14-person Board of Directors 10
guide GRI's future development. The Board has representation from every world
region and diverse stakeholder groups including business, NGOs, labour, account-
ing, investment, and government.

-

GRI has taken initial steps to establish a Stakeholder Council. The Council will
be the formal policy forum within GRI where stakeholders will be equal part-
ners in helpiong to chart the future course of the organisation. Following an open
nomination process, an injtial 36 members were chosen. These stakcholders
will be responsible for selecting the remaining 24 members of the Coundil. The
Stakeholder Coundil also has a direct role in selecting the Board of Directors.

A\d

Inlate 2002, GRIwill establish a Technical Advisory Coundl to guide the Board
of Directors and the Secretariat on technical matters relating to reporting on
economic, environmental, and social performance.

-

At a basiclevel of engagement, GRI has registered more than 1,800 individual
stakeholders from 77 countries in 2001-2002.

Guidelines Development

The GRI reporting framework has undergone significant evolution since the release of
the first version of the Guidelines in 2000. Building on the experience of applying the
Guidelines over the last two years, GRI has revised the Guidelines and initiated work on
developing sector supplements and protocols tao add to the rigour and robustness ot the
reporting framework.

v

In support of the revisions process, GRI undertook a Structured Feedback
Process that gathered input on the Guidelines from 31 companies.

v

Recognising the intense debate around assurance of reports. GR1 established a
Verification Working Group as a forum f{or discussing how verification
should be addressed in the GRI framework and, more broadly, in the contin-
uing cvolution of reporting on economic, environmental, and social perform-
ance worldwide.

-

In 2001, GRI established the Measurement Working Group 1o develop rec-
ommendations on performance indicators for indusion in. the 2002 Guddelines.
The group comprised 130 experts from over 25 countries, and worked {or close
to a vear to prepare its recommendations.

L4

The Revisions Working Group—a group of 12 individuals representing a broad
range of constituencies and geographic areas—worked for six months to pro-
pose revisions to the Guidelines. As part of their review of the Guidelines, the
Revisions Working Group was also responsible for integrating the recommen-
dations of the Measurement Working Group into the 2002 Glidelines,

v

GRIis developing sector supplements that will identify and address sector-spe-
cific issues that are not reflected in the core Guidelines for inclusion in sustain-
ability reports. GRI expects to develop supplements for the automotive, financial
services, mining, telecommunications, and tour operator sectors. A second wave
of sector initiatives will be Taunched in late-2002.

v

GRI has begun developing its first technical protocols to support specific indi-
cators. With release of these first draft protocols covering energy, water, and
child labour indicators, a process will continue in which new protocols will
cimerge at a steady rate in the coming years. A will be subject to testing, com-
rment, and revision through a multi-stakeholder consultative process.
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> GRI also plans to produce issue guidance documents that will guide reporting
organisations that wish to organise their reports along thematic lines (e.g., pro-
ductivity, diversity, development). These will seek to encourage integrated
approaches that cross and blend muhiple dimensions of economic, environ-
mental, and social reporting into a holistic reporting design.

Outreach

Global outreach continues to be a major focus for GRI. In 20012002, several thousand
stakeholders were engaged in diélogue and information briefings in Argentina, Australia,
Brazil, Canada, China, Germany, Ttaly, Japan, Malaysia, South Africa, Switzerland, UK,
USA, and dozens of conferences worldwide. The result has been an increased uptake
of the Guidelines. Through ongoing consultation with muld-lateral organisations, the
Guudelines are being recommended to companies as an essential tool in ensuring trans-
parency and demonstrating commitment to social responsibility. The United Nations
Global Compact, the Organisation for Economic Co-operation and Development, the
European Council of Ministers, the European Commission, and World Economic Forum,
among others, have referenced the Guidelines in communications 1o their constituen-
cies. More than 130 companies from 21 countries have used the Guidelies in shaping
their sustainability reports.

The future

The year 2002 marks a turning point in the development of GRI, with the esiablish-
ment of a new institutional structure and the publication of the new 2002 Guidelines
and accompanying pilot supplements and technical protocols. Looking ahead, GRI
remains cominitted to its mission of elevating the quality of reporting on econoniic, envi-
ronmental, and social performance to a higher level of consistency, comparability, and
rigour. It remains connnitied to global leadership as a new. permanent institution that

will make a major contribution to accountability and transparency in the 21t century.
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ANNEX 2:
LINKAGES BETWEEN SUSTAINABILITY
AND FINANCIAL REPORTING

introduction

Sustainability reporting has the potential to provide critical information for business
analysis that is normally absent from financial reports. This information conplements
financial reports with forward-looking information that can enhance the report users’
understanding of such key value drivers as lhuman capital formation in the firm, cor-
porate governance, management of environmental risks and liabilities, and the capac-
ity to innovate. In some circumstances, sustainability perforimance information already
can provide insights to support business analysis, and may have relevance within the
framework of traditional finandal reports. Fully articulating the relationship between
financial and sustainability performance will require more time and research 1o link the
performance indicators used for these aveas. By consistently measuring sustainability
performance over time, companies can strengthen both their internal business prac-
tices and their external communications. This annex briefly discusses how each of these
advantages is occurring and how, over time, they can be further strengthened through
the development of more rigourous methods for translating sustainability inforination
into the language of financial analysis. '

Sustainability Information and Internol Business Analysis

Two key components of internal business analysis are: 1) undersianding the external
environment in which the company conducts its business; and 2) assessing the elements
that underpin the company’s competitive advantage. Sustainability information is rel-
evant to both.

External Environment

Analysis of the external environment focusses on issues such as product, labour, and
capital inarkets and regulatory structures, These issues, in turm, relate in part to the risks
and opportunities associated with. management of the economic, environmental, and
social aspects of the business. Qverlaps and synergies exist between the conventional
indicators used for analysis of the external environment and those used for measuring
economic, environmental, and sodal performance. For example, social indicators related
to the composition and status of the workforce may be used to highlight opportunities
for expanding the firm’s intellectual capital. Similarly, comparing anticipated changes
in corporate governance standards in major stock exchanges against the current gov-
ernance practices of the firm offers valuable information to investors on future changes
in executive compensation, the composition of boards, and confidence in current audit
committee practices. Sustainability reports that indude this kind of information offer
an invaluable complement to conventional linandial statements.

Competitive Advantage

Competitive advantage is built through cost leadership and product/service differenti-
ation and, increasingly, through the formation and retention of intellectual capital. Sus-
tainability performance indicators can serve as a vehicle to help companies understand

and measure the degree to which their economic, environmental, and social perfonn-
ance contributes to competitive advantage.




Cost Leadership ‘

Increased process efficiency is an example of a proven sustainability strategy for
decreasing costs and improving profitability, and thereby gaining cost leadership, Oppor-
tunities 1o cut costs or create revenues through increased vield and the sale of waste
streams (e.g., soap metals, agricultural by-products) exist throughout the value chain
of a business (e.g,, product design, manulacturing processes, use, and disposal) and can
offer significant benefits, particularly in sectors with low margins. A substantial body
of literature docuruents cost savings and added revenues gencrated through waste
minimisation progranumes. Environmental performance indicators related to resource
use and waste generation can support assessment of the cost savings and revenues
realised by a commpany through increased process efficiency.

Costs and Risks
Cost analysis can be greatly enhanced by a holistic approach to assessing risks and uncer-
tainties. In some industry sectors, key risks and uncertainties have strong links to envi-
ronmental and social concerns. The growing number of companies that have suffered
business setbacks due 1o mishandling of key environmental and social issues over the
last decade has placed sustainability management on the corporate governance agenda.
Codes of conduct, governance principles, and disclosure rules are moving companies
to higher standards of non-finandal reporting, including expanded coverage in their
financial staternents. Economic, environmental, and social indicators are appearing with
increasing {requency, providing insights into the vision and effectiveness of manage-
ment in anticipating new risks and opportunities in the marketplace. For example:

» Knowledge of dircct and indirect energy use and types of fucls consumed by the

‘company can reveal the company’s exposurc to the risks of future carbon emission
agreements and requirements,

-

Performance indicators on energy cfficiency initiatives and the use of renewable
energy can help demonstrate the degree w which the company is insulated from
volatile and cyclical non-renewable energy markets.

-

Indicators on the volume, trends, and nature of pollution releases will allow
managernent 10 assess whether individual facilities are at risk from pending
cuvironmental regulations or whether they are likely to become the target of reg-
ulatory authorities.

v

Attention to sodial indicators describing the diversity of a company’s workforce
may allow managers to identify disciiminatory practices that could have led 1o costly
litigation.

A

Performance indicators related to worker health and safety support assessment of
the risk of costly accidents or workers’ compensation demands.

Product Differentiation
Sustainability initiatives and strategies also provide opportunities for product differen-

.

tiation—a key component of competiive advantage. Many leading companies are
repositioning their products as services as part of their atternpt o reduce their
environmentatl or sodal impacts. In the process, they have helped differentiate their
product in a manner that has enhanced their competitive position. For example, com-
panies have shifted 10 offering services such as the leasing, rather than sale, of carpets
or computers. Efforts 1o address greenhouse gas emissions have catalysed the develop-

ment of new clean energy technologies such as fuel cells, electric vehidles, and increas-
ingly powerful and efficdent wind turbines. Companics face varying opportunitics in
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these new technologies, and disclosure of information on sustainability initiatives and
strategies can help clarify the degree to which a company is poised to take advantage
of these new opportunities.

The environmental and sodial performance of companies can also have significant affect
on intangible assets such as brand image and consumer goodwill, which are recognised
as key to company reputation and trust. These issues are especially sensitive for
companies selling directly Lo consumers in highly competitive markets. The diamond
industry, responding to public pressure regarding human rights abuses associated with
fmines in certain countries, has taken to laser certification of where the diamond was
mined. Information on product stewardship initiatives and efforts to enhance the
positive environmental and sodial lifecycle impacts of products can point to areas of
possible cornpetitive advantage. Similarly, in certain sectors such as apparel, measures
of the quality and performance of a company’s environmental and social performance
management systems are highly salient o assessing the future ability of the company
1o preserve brand value and reputation.

intellectual Capital Formation .

Other intangible assets such as intellectual capital, the ability to innovate, investment
in research and development, and networks and alliances are integral to analysing a
company’s financial prospects. These assets arc influenced by an organisation’s com-
mitment to training, skills and knowledge development, workforce relations, and
employee turnover—the foci of sodal performance indicators in sustainability report-
ing. Innovative partnerships with stakcholders around environmental or social aspects
of products or markets can lead to product differentiation and brand enhancement.
Indeéd, some view strong stakcholder velationships as an intangible asset in its own
right. The full range of intangible assets is increasingly attracting the interest of busi-
ness analysts and accountants séeking to understand and predict the value of compa-
nies.

Analysing Risks Across a Portfolio of Holdings

Just as information on sustainability performance can help inform analysis of individ-
ual companies, it can also be of value in assessing risk across a series of companies. For
exammple, a portfolio manager seeking to build a strong portfolio of energy and heavy
industrial holdings wants to understand the risks involved and how the stocks in the
portiolio will move together. By gathering information on the level of exposure to dit-
ferent fuel types and the companies” greenhouse gas emissions, the manager can assess
the degree of risk associated with potential future carbon offset legislation given the
degree of portfolio exposure to carbon-intensive businesses.

Sustainability Indicators and Financiol Reporting

and Communications

In addition to providing insights to support internal finandal analysis. information on
sustainability performance also has a place in mainstream financial reports. Some lead-
ing companies have already begun to experiment with merging their sustainability and
financial reports into a single annual report. Even with separate documents, however,

there exists substantial opportunity and value in cross-over and cross-referencing.
Certain standard reporting categories and measures in financial reports, for example,
can and should incorporate aspects of sustainability performance. To Jlusirate. the reduc-
tion of waste streamns leading to lower costs should appear in the form of decreased
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expenses in the finandal repor, while revenue from productive use of wasie streams
should be incduded as income. Liabilities such as vulnerability to changes in environ-
mental regulation oy international labour conventions can be captured in the liabilities
section of the balance sheet.

On a more general level, economic, environmental, and social trends can appear in the
sections of financial reports that relate to the discussion and analysis of future risks and
opportunities. Several financial reporting regulations worldwide (e.g., the Management
Discussion and Analysis [MD&A] portion of the US Securities and Exchange Commis-
stony’s guidelines) require companies to disclose known future uncertainties and trends
that may materially affect financial performance. In the case of certain industry sectors
or companies, discussion of sustainability performance in the MD&A would be merited
where environmental or social concerns may alfect a cornpany’s ability to expand oper-
ations or where mishandling these issues could lead to significant damage to corporate
reputation and brand value. New codes of corporate governance have increasingly begun
to highlight the need for discussion of board-level attention to risks associated with sus-
tainability concerns.

Despite the growing overlaps between sustainahility and finandial reporting, the great-
est challenge in bridging financial and sustainability reporting lies in translating
econommic, environmental, and sodial performance indicators into measures of financial
value. Many sustainability indicators are qualitative and do not lend themselves easily
to finandal valuation. The outcome of sustainability strategies and corresponding
capital outlays are so uncertain that benefits are difficult to forecast. As a rule, financial
analysts are interested in information that is:

» material to the business (representing a measurable change in'inconme or revenue
in a business segnent);

» provided in finandal measures; and

» {orward looking {can provide insight into trends in business performance}.
Performance indicators used in sustainability reporting often do not directly meet all of
these criteria. Rather, they require additional manipulation or contextualisation to
become directly usetul in financial analysis. New methodologies are required to link per-
formance in the economic, envirommental, and social dimensions to finandial per-
formance. Like other business analysis tools, the underlying assumptions and measures
will have 10 be industry-specific to provide meaningful and comparable performance
benchmarks.

One critical reason for linking sustainability performance indicators with conventional
financial reporting is to provide data in denominations and terms that are consistent
with finandal reporting. Sustainability information should be provided in the same units
of analysis—business units, segments, and geographic coverage—as a company’s finan-
cial reports. The information can be made even more useful when placed in the con-
text of sector-specific benchmarks.

Conclusion
While sustainability infortnation is typically treated separately, ample opportunity exists
to translate it into a forin that speaks to the needs of finandial analysts. As the business

case for sustainable practices becomes increasingly dear, sustainability reporting offers
real value to those whose business is to assess the cwrent financial health of compa-
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nies and anticipate future performance. At present, the content of sustainability reports
tends to appear in forms and units that are not readily conventible into financial terms.
But rapid advances in areas such as environmental management accounting, valuation
of intangible assets, and value reporting promise to make sustainability information
useful to the financial comununity.

With mounting pressures to strengthen corporate accountability in all its dimensions,
the cross-over and convergence of sustainability and financial reporting looks increas-
ingly ¢vident and likely, Full integration in the form of single reports that depict per-
formance along all dimensions—conventional financial, economic, environmental, and
socak—~is already practised by a handful of leading companies. The combination of better
analytical methods and rising stakeholder demands for richer disclosure is likely to con-

' tinue this movement toward a new generation of one-stop performance reporting.
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ANNEX 3:
GUIDANCE ON INCREMENTAL APPLICATION
OF THE GUIDELINES

intreduction

GRI encourages organisations to prepare reports “in accordance” with the GRI Guide-
lines. - However, some organisations, particularly first-time reporters and small and
medium-sized organisations, may adopt an incremental approach to reporting, cover-
ing some elements at first and moving steadily toward a report that is in accordance
with the Guidelines (see Part A). This annex provides examples of how such organisa-
tions may begin reporting incrernentally as the first step on the road toward the grad-
ual enhancement of their sustainability report. GRI hopes that this information will
encourage all organisations, regardless of their reporting experience, to begin working
toward reporting in accordance with the Guidelines.

Balancing Principle with Practice

The 2002 Guidelines reflect a broad consensus as to the content that should be addressed
when reporting on the economic, environmental, and sodal performance of an organ-
isation. This content emboedies the views, experience, and expertisc of a diverse range
of reporters and report users committed to harmonising and improving the quality and
content of reports on economic, environmental, and social performance. Still young by
accounting standards, this consensus is a work in progress, and indicators will continue
1o evolve with continuous experimentation and learning.

Organisations that use the Guidelines face the challenging task of achieving a high stan-
dard of quality while also expanding the scope of their reporting. While pursuing these
goals, they must build the resources and expertise required to accomplish the task.

In working toward both reporting excellence and increasing the number of reporting
organisations, GRT accepts thar a phased approach may be necessary for some organi-
sations depending on their resources, experience, and internal management systems.
At the same time, GRI expects and seeks evidence that any organisations making
reference o the Guidelines are serious in their commitment to developing a report
covering economic, environmental, and sodial performance in future reporting cvcles.
Full coverage and disclosure of information are essential to presenting a balanced and
reasonable picture of an organisation’s performance. Such accuracy is necessary if stake-
holders are o make informed decdisions.

Implementing an Incremental Approach

Organisations choosing to adopt an incremental approach may find the {our simple
models presented below useful in structuring their strategy toward full adoption of the
Guidelines. These illustrative models may offer a useful starting point for designing
a reporting strategy, identifying shortcomings and setting goals. Over time, such a
process will result in full adoption of the GRI framework and the opportunity {or an
organisation to report in accordance with the Guidelines. Organisations may opt {or any
one or a combination or modification of the models based on their capabilities, stake-

holder consultation, and overall communications strategy.
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» Typical of an organisation that is ¢xperienced in praducing envivonmental reports

» Systems in place to gather data on environmental impacts, but little or no experi-
ence reporting other dimensions ’

» Currently little attention to economic and social dimensions of pedormance

» Systems and processes need to be developed in order to gather input through stake-
holder engagement

The fragmented Report

Rviionate aindnl

» Reporting entity has some systems for gathering data on economic, environ-
mental, and social performance

» Little or no integration across the three elements
» lacks full performance data under each heading

» Typically provides the most data on environmental performance and the least
on economic

The Limited Three-Dimensional Report

» Typical of an organisation that has just begun to report and has embraced one
or a few sustainability integration themes

» Limited but approximately equal amount of economic, environmental, and
social information

» Some evidence of integration across dimensions
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Full Adoption
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» Full data gathering according to Part C of the Guidelines, with integration,
analysis of interactions, and causal links among cconomic, environmental, and social
dimensions

GRI Content index and Marking Text.

When linking an incremental report to the Guidelines, the GRI Content Index specified
in Part C is the most important tool for the reporter and the report user. This Index directs
users quickly and conveniently to the location of GRI information in a report and clearly
communicates the scope of the incremental effort. The reporter may also wish to pro-
vide a more detailed index to use as a vehicle for communicating infonnation to report
users regarding its choice of content and plans for Ruture coverage. Annex 6 contains
further information and suggestions regarding the format of a GRI Content Index.

In addition to providing a GRI Content Index, reporters may also want to highlight GRI
information in the text of their report. Examples of highlighting techniques could
inchude:

» using coloured or bold text;

» icons placed in the margin of the page next w the GRIinformation; and/or

» colour bars on the corners or edges of pages where GRIinformation can be found.

Conclusion

GRI encourages all organisations—regardless of size, sector, location, or sophistication—
to begin using the Guidelines. An incremental approach is a welcome and integral
part of both the organisation’s and GRI's learning process. This mutual learning is

an essential ingredient in the continual improvement of all components of GRI's
reporting framework.




ANNEX 4: CREDIBILITY AND ASSURANCE

This annex contains guidance for organisations considering the use of assurance
processes as a imeans of enhancing the credibility and quality of their sustainability
reports. The use of assurance processes should be considered in terms of the value
they may bring to reporting organisations, especially where stakeholder expectations
have been determined and support for such processes has been identitied. Stakeholder
expectations about reports and their credibility are influenced by a variety of factors,
including:

» the process the organisation uses to recognise the interests of stakeholders
affected by its activities, to consult with them, o take their interests into account
when compiling its report, and to select, collect, and verify the infermation that
forms the basis of the report;

» the approach used by the organisation to identify all significant sustainability
issues;

-

the users” understanding of the content and information provided and judge-
ments about the organisation’s commitment to and progress toward sustain-
ability;

-

the report’s ability to convey a complete and clear description of the sustain-
ability issues, risks, and opportunities facing the organisation;

-

the users’ perception(s) of the willingness of the organisation 1o report
honestly;

-

the inclusion in the report of a management statenient or declaration that the
report is presented in accordance with the GRI Guidelines;

-

the indusion in the report {or absence) of an independent assurance statement
about the reliance that can be placed on the report; and

-

the users’ familiarity with financdial reporting and related assurance require-
ments, standards, and practices.

GRI recomunends consuliation with stakeholders as the best way (o ascertain their
perceptions and expectations about matters of credibility.

internal Information Systems and Processes

Many organisations have internal systems in place to record, monitor, and improve
the accuracy, completeness, and reliability of finandal, opetational, health, safety, and
environmental management information. Management information may also include
data on community involvement but may not include information, for example. on
systematic monitoring of unintended community impacts, support for or violations of
human rights, or other social issues.

Information about internal systems is not necessarily subject 1o internal assurance
processes. Stakeholders do not normally have access to information about the internal
systems that management relies on to produce perfonmance information, whether for
internal or external use. Stakeholders may therefore look for assurances that the infor-
mation reported is reliable and complete.

GRI encourages the independent assurance of sustainability reports—one approach that
a reporting organisation may select to enhance the credibility of its sustainability report.
Where independent assurance is part of an organisation’s sustainabiliry reporting. the

independent assurance provider will typically examine and report on the effectiveness
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of intemal systems and processes to provide relevant and reliable data for measuring
perfonmance. This assurance process helps support the reliability and completeness of
information in the report.

Assurance Process Considerations

In considering and entering into assurance-providing arrangements, reporting organi-
sations are encouraged to clarity the following matters with assurance providers to
ensure maximum benefit is gained from the assurance process.

Subject Matter
Whether:

¥ the subject matter of the sustainability report is cearly and adequately defined;

y all categories of stakeholders have been recognised and any significant stake-
holders have been excluded;

» the organisation has ascertained the expectations of its stakeholders regarding
sustainability issues and performance, reporting requirements, and methods of
improving credibility, including independent assurance; and

-

the scope of the information covered by assurance processes is defined (any
omissions of significant information covered by such processes are to be
explained).

Assurance Criteria and Evidence
Whether:

» appropriate criteria, such as recognised performance indicator protocols or
reporting guidelines (e.g., GRI Guidelines), are available 10 enable the evalua-
tion of evidence, including whether the GRI Guidelines have been followed;

» adequate evidence is available to support the reported information, induding
corroborative statements and/or other evidence from external stakeholders, if
necessary; and

» there is evidence that fundamental reporting prindiples such as those in Part B
have been considered and applied in preparing the report.

Controls
Whether:

» management control systems ave fully supported by organisational policy and
resources and operate consistently across the organisation and over time.

Usefulness of Reported Information
Whether:

» stakeholders have been consulted about the usefulness and credibility of the
report content and the usefulness (including credibility) of assurance provided
by an external assurance provider.

Selection of independent Assurance Providers
Organisations preparing reports are advised to consider the {ollowing issues and attrib-
utes in selecting their assurance provider:

» the assurance provider's degree of independence and {reedom from bias, influ-
ence, and conflicts of interest;




£
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» the assurance provider’s ability to balance consideration of the interests of
different stakeholders;

» the assurance provider has not been involved in the design, development, or
implementation of the organisation’s sustainability monitoring and reporting
systems or assisted in compiling the sustainability report;

» that suffident time is allocated to the assurance provider to enable the assur-
ance process 10 be carried out effectively, using due professional care; and

A4

the assurance provider is collectively or individually competent to meet the
objectives of the assurance assigniment, as demounstrated through an appropriate
level of experience and professional judgement.

Directors’ (Governing Bodies’] Responsibilities
Regarding Independent Assurance
The effectiveness of the independent assurance process is strengthened when the direc-
tors {or governing body):
» recognise explicitly that they ave responsible for the content of the sustainability
report;

-

recognise explicitly that the assurance provider alone is responsible for the con-
tent of the independent assurance report and will agree, at the beginning of
the engagement, to publish the assurance report in full; and

-

ensure that adequate resources are made available for the independent assur-
ance provider's work and that the assurance provider will have access to all
individuals, groups, sites, records, and indormation that they consider neces-
sary to carrying out the assurance engagement.

independent Assurance Providers’ Reports

The assurance provider’s report should be published along with the sustainability repon
to which it relates. However, it should be clearly identified as separate from the sus-
tainability report text, and should be addressed to the organisation’s board of directors
tor governing body) or, if so agreed. to its stakeholders.

Although GRI does not develop or prescribe practice standards for the provision of inde-
pendent assurance, it offers the following guidance on what might be incuded in an
independent assurance report. At a minimum, the report would present:

+ a reference to the directors” or managerment statement that the information in
the sustainability report and its presentation is the responsibility of the direc-
tors or governing body and managernent of the organisation;

-

a statement that the content of the assurance provider’s report and the opin-
ion(sy it gives is the sole responsibility of the assurance provider;

w

a statement affirming the assurance provider’s independence and freedom from
bias and conflicts of interest;

L4

a statement of the scope and objective of the assurance engagement. This
staternent will make clear not onfy the tevels of assurance intended, but also
which parts of the sustainability report, if any, are not covered by the assur-
ance provider's work;

L 4

the criteria (e.g., GRI Guidelinesy that the assurance provider used in
assessing the evidence and reaching conclusions relative to the objective of the
engagement;
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-

the professional standards for providing assurance that have been applied in
carrying out the assurance engagement;

>

a brief description, or outline, of how the assurance provider obtained quali-
tative and quantitative evidence to provide the basis for the conclusions or opin-
ion rendered. This will include the extent to which different categories of
stakeholders participated in the planning and execution of the assurance process
and indicate any constraints to this process;

-

a clear statement of the assurance provider’s conclusion or opinion regarding
the accuracy, completeness, reliability, and balance of the sustainability report,
relative to the scope and objective of the assurance engagement, The statement
will be inore useful to users if it includes constructive reporting on any reser-
vations the assurance provider has on these matters; and

-

the identity and location of the assurance provider and the date of the assur-
ance provider’s report.

Organisations should continuously assess the results of the assurance process, where

possible in consuliation with their stakeholders, to satisty thernselves as toits value and
to identify potential improvements in the process that would add to its effectiveness in
enhancing the credibility of sustainability reports.
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"ANNEX 5: GRI INDICATORS

Over the past decade, there been a focus on researching and codifying approaches 1o
econormic, envirorunental. and social perfonmance measurement at the organisational
level. While there has been significant convergence recenily, each approach has main-
tained minor variations to address its specific purpose. The GRI framework for the
performance indicators that appear in Section 5 of Part C is built on the foundation
of previous work in the field of environmental and sodal performance measurement.
However, like most systems, it is adapted to the specific needs of sustainability report-
ing, which this annex seeks to outline. '

Purpose of GRI Indicators

The function of GRI performance indicators is to provide information about the eco-
nornic, environmential, and sodal impacts of the reporting organisation in a manner
that enhances comparability between reports and reporting organisations. In the case
of GRI, the indicators are designed to inform both the reporting organisation and any
stakeholders seeking to assess the organisation’s performance. To achieve these goals,
performance must not only be defined in terms of internal management targets and
intentions. but also must reflect the broader external context within which the report-
ing organisation operates. The latter lies at the core of reporting on economic, envi-
ronmental, and social performance. In the end, it speaks to how an organisation
contributes to sustainable development by virtue of its economic, environmental, and
soctal interactions with its diverse stakeholders.

GRI Indicstor Framework
The performance indicators in Part C are organised according to the following

hierarchy:

Category: The broad areas, or groupings. of economic, environmental, or social
issues of concern 1o stakeholders (e.g., human rights, direct economic
impacts).

Aspect: The general subsets of indicators that are related to a specific category.
A given category may have several aspects, which may be defined in
tenms of issues, impacts, or affected stakeholder groups.

Indicator: The specific measurements of an individual aspect that can be used to

track and demonstrate performance. These are often, but not always,
quantitative. A given aspect (water) may have several indicators
(e.g., total water use, rate of water recycling, discharges to water boedies).
The balance between quantitative and qualitative indicators will vary
by aspect depending on a range of factors. Indicators have been aligned
to the maximum degree possible with existing intermnational conven-
tions and agreements.

This hierarchy is informed by the system used by 1SO 14000, Aspects are framed to
reflect the issues, unpacts, and stakeholder groups that link to the econoniic, environ-
mental, and, sodal concerns of report users. It may change over time as the field of
performance measurement continues 1o evolve.

The level of stakeholder interest in a given aspect or indicator is the key determinant

of its significance, or relevance, to a sustainability report. A pillar of the GRI framework




is that aspects and indicators derive from an extensive, multi-stakeholder consultative
process. By virtue of the level of interest expressed by stakeholders through these
processes, these aspects and indicators represent a broad-based consensus of the signif-
icantissues and indicators regarding cconomic, environmental, and social performance.

Indicator Classifications

GRI does not seek 10 divide performance indicators into types based on the content or
nature of the indicator (e.g., policy. input/output, impact), but rather generally organ-
ises according to the relevance of the issue to stakeholders. GRI performance indicators
are classified along the following lines: '

» Coreindicators, in general, are: 1) those relevant to most reporters; and 2) of inter-
est to most stakeholders.

» Additional indicators are viewed as once or more of the following: 1) Icading prac-
tice in economic, environmental, or sodal measurement, though currently used by
few teporters; 2) providing information of interest to stakeholders who are partic-
ularly imporant to the reporting entity; and 3) deemed worthy of further testing
for possible consideration as a future core indicator.

The content or nature of the spedfic indicators assodated with an aspect will depend
on the information needs and purposes of the concerned stakeholders. In some cases,
this will result in an emphasis on policy or management, while in others the focus may
be on conditions within the organisation’s operations {e.g., labour conditions), or on
external conditions (¢.g., changes in carbon emissions).

Qualitative vs. Quantitative indicators

GRI recognises the value of both qualitative and quantitative infonmation, and views
both as complementary and necessary to presenting a balanced and reasonable picture
of an organisation’s cconomic, environmental, and social performance. Where possi-
ble, GRI employs quantitative indicators. However, certain topics, particularly in the field
of social performance measurement, do not readily lend themselves to quantification.
For example:

» A number may not provide a clear sign of a positive or negative impact. For
example, environmental expenditures are relevant as a cost measure, but could
suggest either improvement or deterioration in environmental performance.

» Numerical values may lose significant information through the process of con-
solidation. For example, ineasures of regulatory violations or union represen-
tation may lose much of their meaning when aggregated across countries with
significantly different legal structures.

v The nature of certain issues may ake quantitative measurements impossible.
For example, a quantitative measure of bribery would be, unlikely to reveal
systematc efforts to climinate bribery. Reporting organisations that do not
engage in briberv will report zero, and those organisations that regularly employ
bribery are unlikely to report systematic engagement in an illegal activity.

In situations where quantitative measures are not effective, GRI relies on qualitative
measures of the reporting organisation's activities. For example, Section 3 of Part C,
Governance Structure and Management Systems, includes queries of a more open-
ended nature regarding overarching policies and programmes. However, GR] frames

qualitative indicators to encourage responses that ave scalable rather than requesting
open-ended descriptive statements.
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Reporting Indicators: Absolute Figures and Ratios

Reporting organisations should present raw performance data in terms of absolute fig-
ures, and for a given period of operation (most often a year). These absolute figures
might be expressed in a currency or in physical units (such as tonnes, cubic metres, or
gigajoules). Absolute figures provide information on the size of an impact, value, or
achievement.

Relative {igures are ratios between two absolute figures of the same or different kind.
Ratios allow comparisons of similar products or processes. They also help relate the per-
formance and achievements of one finm, business unit, or organisation to those of
another. Ratio indicators provide information on the efficiency of an activity, on the
intensity of an impact, or on the quality of a value or achievement.

Need for Reporting Absolute Figures

Absolute figures provide information about the magnitude of the reporting organisa-
tion's contribution to an overall effect. They are essential to any assessment of carrying
capadity, ceiling, or limits—a core principle of sustainability. For example, the (otal
amount of phosphorous (in tonnes) released to a river by a particular operation enables
users to consider these releases relative to the river's carrying capacity {the total amount
of phosphorous the river could carry without showing a certain effect, such as eutroph-
ication). Absolute environmental figures are essential as a linkage to the carrying capac-
ity of an ecosystern or any natural or physical compartment, such as a watershed or
rainforest. The same is true for economic and social information (e.g.. relating an organ-
isation’s total revenues or turnover to a state or national total). Making reference to
these broader systems linkages is encouraged, and will help users to interpret absolute
data. Even without a specific local context, absolute figures can also be useful for stake-
holders trying to understand the relative magnitude of two organisations {or purposes
of prioritising eiforts. For instance, a stakeholder seeking to identify the 10 largest emit-
ters of a given pollutant would require absolute figures and would not find normalised
data or ratios as useful.

In swin, absolute figures on economic, envirommnenal, and social issues enable data
Users 1o

» consistently track data;

» sum various releases into a total impact; and

» form additional ratios other than those already reported.

Need for Reporting Ratios

Ratios refate two absolute figures to each other and thereby provide context to both.
For example, the fuel efficiency of a car can be expressed in the number of kilometres
a user can drive per litve of gasoline consumed. This expresses the functional benefit of
the car relative to the fuel required to achieve that benefit. Altermatively, to shift the
focus to the impac of a particular activity’s resource consumption. a reporter may choose
a ratio of the litres of gasoline the car consumes per 100 kilometres. These indicators
represent one type of integrated indicator as referenced in Section 5 of Part C.

Ratio indicators serve to:
+ relate two aspecis to each other;

» make relationships visible and interpretable; and

» enable comparison of different scales of operation relative to a specitic activity
(e.g., kilograms of product per litre of water used).
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Ratios help illuminate linkages across the econoinic, environmental, and social dimen-

sions of sustainable developrnent. For example, eco-efficiency expresses the relation

between the value of a product or service and its environmental influence, where value

can be expressed in monetary or functional terms. While eco-etficency relates economic

and environmental aspects, it might also be useful to create a similar linkage between '
the economic and social aspects of organisational performance.

Ratios also can be particularly useful for comparing two organisations of different scales.
Absolute figures give a sense of magnitude, but they do not well the full story. The
magnitude of an organisation’s impact will not always correlate with its size. The state-
ment that Organisation A uses 10 times the energy of Organisation B may be factually
correct. However, Organisation A could also be 10 times as energy-efficient. In some
situations, the absolute figure will be the most relevant piece of information, but in other
situations, the efficiency will be a more relevant measure of economic, environmental,
and socdial performance. Nonmalised data, which relate an absolute figure (e.g.. accidents)
to a common factor {¢.g.. hours worked). enable a report user to compare the relative
efficiency of two organisations in managing an aspect of economic, environmental, and
social performance, regardless of differences in size.

Organisations should form ratios with their performance data that make sense {or their
business and support their decision-making. They should select ratios for external report-
ing that allow better communication of their performance to their stakeholders, and
will help inform stakceholders’ decisions. Reporters should cavefully consider what
ratio indicators best capture the benefits and impacts of their business.

Types of Ratio indicators and Their Application

There are three general types of ratio indicators: productivity/efficiency ratios, intensity
ratios, and percentages. Each type of ratio indicator serves difterent purposes and com-
municates different information.

Productivity/Efficiency Ratios
Productivity/efficiency ratios relate value to impacts. Increasing ratios reflect improve-
ments in the amount of value received per unit ol impact.

Normally, businesses track financial performance with efficiency ratios. Increases in key
{inancial indicators {e.g., sales and profit increases) reflect positive financial perform-
ance. In the same way, resource and environmental issues can be expressed in effidency
terms, by using, for example, the World Business Coundil for Sustainable Development’s
eco-effidency indicators, which link product/service value and environmental influence.

Examples of productivity/efficiency ratios include:
¥ labour productivity {e.g., turnover per employee):
» resource preductivity (e.g.. sales per unit of energy consumption, GDP per unit
of material input);
» process eco-elticiency (e.g., production volame per unit of waste, net sales per
unit of greenhouse gas emissions in tonnes of CO; equivalent);

-

functional eco-efficiency of products or services {e.g., water efficiency of a wash-
ing machine, fuel efficiency of a car); and

A4

financial effidency ratios {e.g.. profit per share}.
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Intensity Ratios

Intensity ratios express an impact per unit of activity or unit of value. A dedlining inten-
sity ratio reflects performance improvemnent. Historically, many organisations tracked
environmental performance with intensity ratios.

Examples of intensity ratios include:
» emission intensity {(e.g., tonnes of SO, emissions per unit of electricity
generated);
> waste intensity (e.g., amount of waste per production volume); and
> resource intensity (e.g., energy consumption per function, material input

per service).

Percentages
Organisations regularly use ratios expressed in percentage terrns. A percentage indica-
tor is a ratio between two like issues, with the same physical unit in the numerator and
denominator.

Examples of percentages that can be meaningful for usc in performance reports include:

v

input/output ratios {e.g.. process yields);

w

losses (e.g., clectricity transmission loss, non-product output per materials
input):

-

recycling percentages {e.g.. fraction of waste recyded per toral waste);

-

{ractions (e.g., percentage of renewable energy, fraction of recycled materials,
percentage of hazardous waste);

v

quotas {e.g., percentage of women in upper managenet); and

-

financial perforrnance ratios {e.g.. return on equity, return on operating assets).

Organisations are encouraged to use ratios or other integrated measures where it helps
better communicate their overall economic, environmental, and social perforrmance.
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ANNEX 6: GRI CONTENT INDEX

The goals of the GRI Content Index are twofold:
» 10 allow the user 10 quickly and conveniently identify the location of a specific
piece of reported information listed in the Giddelines; and
» toallow the user to clearly understand the degree 1o which the reporting organ-
isation has covered the content in the GRI Guidelines.
GRI is not prescribing a specific format for the Index in the 2002 Gridelines. Tt encour-
ages reporters to create a format that effectively serves the above purposes. In general,
the Tndex should be prominently identified. 1t should:
» be casy 1o read;
» be concise;
¥ dearly identify the focation of information;
» list all of the GRI reporting elements; and
» enable the user 10 quickly identify which elements have been included in the
report and where to find the information.
Reporting organisations also are encouraged to use the Index itself, or space near the
Index, to provide explanations and future plans for omitted core indicators.

On the following page is an example of how an Index might appear. In this example,
the Index includes the corresponding number for each reporting element in Part C of
the Guidelines. The reporting organisation would place the number of the page(s) con-
taining the information next to the appropnate reporting clement. For any core indi-
cators not included in the report, the reporting organisation would enter the letters “EX”
followed by the page number where the explanation for the decision to exclude the

indicator would be found. Alternatively, the reporting organisation may wish to put a
short explanation of the reason for exclusion in the Index itself.
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Sample GRI Content Index
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Securities and Exchange Commission
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Re:  Lowe’s Companies, Inc.
Shareholder Proposal of Domini Social Investments Requesting N
a Sustainability Report based on the Global Reporting Initiative (GRI) Guidelines

(43
.

Dear Ladies and Gentlemen:

I am writing on behalf of Domini Social Investments LLC in response to a letter written by
attorneys representing Lowe’s Companies, Inc. (“the Company’) dated January 23, 2003,
notifying the Commission of the Company’s intention to omit the above-referenced shareholder
proposal (“the Proposal,” attached as Exhibit A) from the Company’s proxy materials. In its
letter (“the No-action request,” attached as Exhibit B), the Company argues that the Proposal
may properly be excluded from the Company’s materials for two reasons: first, because it is so
vague, indefinite and misleading that neither shareholders nor the Company would be able to
determine what the Proposal requires (Rule 14a-8(i)(3)), and second, because it relates to the
Company’s ordinary business operations (Rule 14a-8(1)(7). We disagree with both these
arguments, and respectfully request that the Company’s request for no-action relief be denied.

Background

Lowe’s Companies, Inc. operates retail building supply and home improvement stores.
According to the Company’s website, it currently has 950 home improvement stores in 45 states
and employs more than 130,000 people. The Company is one of the world’s largest retailers, and
the nation’s second largest appliance retailer.

Retailers like Lowe’s have significant social and environmental impacts, and disclosure on these
issues is important to a growing number of stakeholders, including shareholders, community
groups, and employees. Some of these issues, such as employee relations and energy use, are
important for all large corporations; others, such as the community impact of “big box” retail
sites, are specific to Lowe’s sector. As investors, we believe that disclosure on these issues
provides insight into how companies are prepared to deal with potential controversies, regulation
or litigation, as well as reputation and brand risk. We therefore consider such information
material to our investment decisions. In common with a growing number of investors and
companies, we also believe that social and environmental reporting should become more

€36 ?raadway, 7" FI, New York, NY 10012-3915 Tel: 212-217-1100, Fax: 212-217-1101, investor Services: 800-582-6757
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standardized, in order to allow investors and other stakeholders to compare companies with their

peers.

To advance this process of standardization, the Global Reporting Initiative (GRI) was founded in
1997 by the Coalition for Environmentally Responsible Economies. In 2002, the GRI became
independent. Based in Amsterdam, it is now an official collaborating center of the United
Nations Environment Programme and works in cooperation with UN Secretary-General Kofi
Annan’s Global Compact. Incorporating the active participation of representatives from
business, accountancy, investment, environmental, human rights, research and labor
organizations from around the world, the GRI develops and disseminates globally applicable
Sustainability Reporting Guidelines for voluntary use by organizations wishing to report on the
economic, environmental, and social dimensions of their activities, products, and services.

The GRI’s independent, multi-stakeholder process has won it widespread respect, and over 400
organizations worldwide now issue sustainability reports using the GRI guidelines. The 50 US
reporters include a number of leading corporations, among them AT&T, Chevron-Texaco,
Chiquita, Citigroup, Ford, General Motors, Hewlett-Packard, IBM, Intel, Johnson & Johnson,
Nike, Procter and Gamble, and Bristol-Myers Squibb. In the retail sector, to which Lowe’s
belongs, there are 14 GRI reporters worldwide, including J. Sainsbury and Safeway in the United
Kingdom, as well as the largest retailer in Europe, Carrefour. The GRI format allows great
flexibility to reporters, who can choose the GRI indicators they wish to include in a report based
on the GRI Guidelines. Even organizations reporting “in accordance” with the GRI, which do
list every indicator in their reports, need not report on every indicator, as long as they explain
why they have chosen not to do so.  (For more information, see the GRI website at
www.globalreporting.org.)

We address each of the Company’s arguments below, including its claim that the Proposal does
not raise a significant social policy issue. However, to place this proposal in context, we thought
it worth highlighting a point from that section at the outset. In its no-action request, the Company
argues that: “The Company’s business involves retail sale of home improvement products and
equipment. It is difficult to see how the Company’s products or operations raise significant social
or policy issues” (No-action request at 11). This statement is disingenuous. In a social
responsibility brochure posted to the Company’s website, which discusses the Company’s
charitable giving and also mentions some diversity and energy-saving initiatives (see
www.lowes.com/lkn?action=pg&p=AboutLowes/responsibility. html&rn=none ), Robert
Tillman, the Chairman and CEO of Lowe’s, states:

Every day, our employees make decisions that will affect their communities, the
environment, their co-workers and customers, and our company....

Act as a responsible environmental steward. This is our promise to the planet, and to all
of us who live here. Environmental issues will only continue to grow more complex, and
Lowe’s is working diligently to anticipate these issues and leave a light footprint.
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The brochure includes numerous other statements that indicate that the Company acknowledges
that its products and operations do have an impact on society and the environment, and therefore,

arguably raise significant social policy issues.

We believe the Company would benefit from expanding and improving the quality of its social
and environmental reporting by issuing a report based on the GRI Guidelines.

I. The Proposal is not Vague, Indefinite or Misleading

The Company makes the following five assertions in support of its claim that the Proposal is
vague, indefinite and misleading;:

1) the Proposal is closely analogous to the GRI proposal excluded
under Rule 14a-8(i)(3) at Smithfield Foods in 2003;
2) the Proposal fails to provide shareholders with a clear

understanding of what they are being asked to approve, and fails
to make clear to the Company what it would have to do to comply

with the Proposal;

3) the Proposal fails to describe the substantive provisions of the
GRI;

4) the Proposal does not identify a clear set of standards that must be
applied; and

5) the GRI guidelines are themselves vague.

In what follows, we will address the first three claims individually, and the last two together.

1. The Proposal is significantly different from the proposal excluded at Smithfield
Foods

Our Proposal, unlike the proposal excluded in Smithfield Foods (July 18, 2003), clearly
communicates to the reader what the GRI guidelines are and why we would like the company to .
issue a report using them. The GRI proposal that was excluded at Smithfield Foods in 2003
contained no description of the GRI guidelines and no discussion of the importance of
sustainability reporting generally. All but one of the resolved clauses focused exclusively on the
business risks posed by the company’s hog production operations. The sole mention of the GRI,
other than in the resolved clause, came in the last whereas clause, which stated, “We believe a
report based upon the Global Reporting Initiative’s (www.globalreporting.org) guidelines can
help both management and investors better understand such risks.” While investors seeking to
learn about the GRI could have consulted the website cited in this clause, there was no other
information in the text of the proposal itself to explain what the GRI guidelines are, how they
may be used, or what the benefits of their use might be. In addition, aithough the hog production
industry does have a significant social and environmental impact, the GRI guidelines do not
specifically address “hog production.” Although we support the need for Smithfield to issue a
GRI report, arguably an investor reviewing the proposal might have difficulty connecting this
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aspect of the company’s business to the GRI guidelines. It might also be unclear to an investor
why a broad-based sustainability report would be required in order to address the specific issues

raised by hog production.

Our Proposal, in contrast, focuses almost entirely on a discussion of sustainability reporting
generally and the GRI format in particular. The first six whereas clauses define sustainability
and explain why we believe sustainability performance and sustainability reporting contribute to
long-term shareholder value. The seventh, eighth and ninth whereas clauses clearly describe
what the GRI guidelines are, state which core content areas their indicators cover, and explain
that companies using the guidelines need not report on all these indicators, but may take a
flexible and incremental approach to GRI reporting. We also provide examples of some
companies already using the GRI. Thus, even without consulting the GRI website (which we
also cite) any shareholder reading our proposal would have a clear understanding of why we
think sustainability reporting is advantageous for Lowe’s shareholders, what the GRI guidelines
are, and how Lowe’s could issue a sustainability report using them.

Because of its focus on sustainability reporting, in fact, our Proposal bears a greater resemblance
to the sustainability reporting proposal submitted to Johnson Controls in 2002 than to the GRI
proposal excluded at Smithfield in 2003. In Johnson Controls (November 14, 2002), the Staff
ruled that the proposal could not be excluded in reliance on Rule 14a-8(1)(3).

In its no-action request, the Company mentions the Johnson Controls precedent, but argues that
“the Commission’s staff recognized that the shareholder proposal submitted to Johnson Controls,
Inc. was distinguishable from the Smithfield Proposal because the Johnson Controls proposal did
not refer to the Guidelines or any other standards upon which that sustainability report should be
based.” (No action request at 3.) However, as the Staff merely stated that there “appears to be
some basis” for the view that company could exclude the proposal as vague and indefinite, we
believe it is incorrect for Lowe’s to state that “the Commission’s staff recognized” that the
presence or absence of a reference to a particular reporting format was a crucial difference
between the two proposals, or for the Company to imply that a reference to the GRI guidelines
could in itself be a reason for exclusion.

The Company apparently seeks to imply that proposals such as ours, which do mention a
particular set of guidelines, are excludable, while those that do not specify standards upon which
a sustainability report should be based are permissible. We find this line of argument puzzling.

The Company argues that our Proposal, like the Smithfield proposal, is inappropriately vague,
but here asserts that the specificity of the GRI reporting request led to the exclusion of the
Smithfield proposal (and by implication, should make ours excludable as well). It seems to us
that a proposal may be either too vague or too specific; the Company cannot have it both ways.
Although the Staff did not provide a rationale for its decision in Smithfield, we believe it is far
more plausible to assume that the Staff based its decision on the factors discussed above -- the
Proposal filed in Smithfield provided very little information about the GRI format. We can find
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no authority to support the Company’s creative reading of the Smithfield letter, and the
Company has provided none.

We are aware that Smithfield Foods argued in its no-action request that the GRI proposal it faced
was different from the sustainability proposal submitted to Johnson Controls a year earlier
because the latter proposal, which did not mention any particular gnidelines, left the company
enough flexibility to avoid reporting on matters of ordinary business, while the former, which
mentioned the GRI, did not. (See 2002 SEC No-Act. LEXIS 636, the Smithfield Foods no-action
letter of July 18, 2003,16-17). Whether or not this particular argument formed the basis for the
Staff’s decision in Smithfield, our Proposal is still clearly distinguishable in this respect from that
submitted to Smithfield. Although the Smithfield Proposal did not provide any detail on the
flexibility of the GRI format, our Proposal does, in the eighth whereas clause. (We discuss this
issue again below, in response to the Company’s ordinary business arguments.)

The Company also asserts that the Proposal is even more vague and indefinite than the proposal
filed at Smithfield, because the current proposal is not limited in scope (No-action request at 3).
This also appears to us to be a curious reading of the Smithfield letter. Smithfield specifically
listed the limitation of scope to hog production as a basis for its argument that the proposal was
vague and indefinite (Smithfield Foods, 2003 SEC No-Act.LEXIS 636, 11 [*Is this report only
supposed to discuss the Company’s hog production operations and alternative technologies and
ignore the remainder of the Company’s operations including its meat processing operations?”’]).
If the Staff accepted Smithfield’s reasoning, then it must reject Lowe’s argument. One proposal
cannot be vague and indefinite because it is limited in scope and another even more vague and
indefinite because it is not limited in scope.

2. The Proposal does in fact provide shareholders with a clear understanding of
what they are being asked to approve, and makes clear to the Company what it
would have to do to comply '

As noted above, the seventh, eighth and ninth whereas clauses of the Proposal clearly describe
what the GRI guidelines are, state which core content areas their indicators cover, and explain
that companies using the guidelines need not report on every indicator, but may take a flexible
and incremental approach to GRI reporting. A shareholder reading the Proposal would
understand that the GRI is, as we state, “an international standard-setting organization” for
sustainability reporting; that it provides guidelines for reporting on “direct economic impacts,
environmental, labor practices and decent work conditions, human rights, society, and product
responsibility;” and that we are asking the Company to issue a report using these guidelines, The
Proposal also makes clear to the Company, in turn, that in order to comply with the Proposal it
would issue a sustainability report based on the Guidelines, but not necessarily including content
for every one of its indicators.

The precedents the company cites in support of its contention that our proposal is unclear on
these points are inapposite. In Philadelphia Electric (July 30, 1992), the proposal excluded for
vagueness requested “that a Committee of small stockholders be elected. . .to consider and refer
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to the Board of Directors a plan or plans that will in some measure equate with the gratuities
bestowed on Management, Directors and other employees.” The request did not specify in any
way what the subject or purpose of the requested plan would be. In Alcoa (December 24, 2002),
the proposal’s resolved clause requested “full implementation of these human rights standards,”
but did not clearly define what was meant by “these standards.” In McDonald’s (March 13,
2001) and Koh!l’s (March 13, 2001), the proposals requested the “full implementation” of the
SAB8000 Social Accountability Standards, but only described a few points of the standards.
Shareholders in these cases would not have been able to judge from the proposal what the full
implementation of these standards would have entailed.

Our Proposal is very different. We clearly describe all the major content areas of the GRI
Guidelines, and make it clear that the report we are requesting would not require the company to
report on every subject the Guidelines address.

It should be noted that our Proposal is in this respect similar to a number of proposals requesting
codes of conduct “based on” the ILO conventions. These proposals, which described the ILO
conventions but did not cite every one of them individually, have survived challenges under 14-a
8(1)(3). See Revion, Inc.(April 5, 2002); TJX Companies (April 5, 2002); Target Corporation
(April 1, 2002); E.J du Pont de Nemours (March 11, 2002); and PPG Industries (January 22,
2001).

3. The Proposal does indeed describe the substantive provisions of the GRI

As noted above, our proposal explains that the content of the GRI focuses on the following six
areas: “direct economic impacts, environmental, labor practices and decent work conditions,
human rights, society, and product responsibility.” Here again, our proposal can clearly be
distinguished from the precedents the Company cites to support its claim that our proposal is
inappropriately vague. In Johnson & Johnson (Feb 7, 2003), the Proposal requested a report on
the company’s progress “concerning the Glass Ceiling Commission’s business
recommendations,” but did not explain what the Glass Ceiling Commission was. In Koh!'’s,
(March 13, 2001), as noted above, the proposal discussed only several points from the SA 8000
Social Accountability standards the company was asked to fully adopt. Our Proposal, in
contrast, fairly characterizes, within the constraints of the 500-word limit, the entirety of the GRI
Guidelines, and makes clear that the Company need not report on every aspect of them.

4. Both the Proposal and the GRI guidelines adequately describe the standards to be
applied

We believe that one of the strengths of the GRI Guidelines is their flexibility. While they
contain many specific indicators within the six core categories, the Guidelines are designed to be
adapted to individual situations. Companies that issue reports based on the GRI often report on
only some of the indicators in the report, choosing what they consider most relevant to their
business. (Even “in accordance” reporters, who report on every indicator in the Guidelines, may
still choose not to provide any information for certain indicators, as long as they include a
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rationale for doing so.) In addition, reporting companies are also encouraged to exercise a certain
amount of discretion in determining exactly how to provide information on the indicators they
choose to use. These aspects of the Guidelines are widely seen as positive characteristics, since
they allow companies to tailor their GRI reports to the nature of their business and the interests
of their particular stakeholders, while avoiding the disclosure of proprietary information. While
the Company seeks to describe these aspects of flexibility as vagueness, we believe this is a

mischaracterization.

The Company also claims to be confused about whether we are requesting an “in accordance”
report or one that takes an incremental approach to using the GRI. We believe it is clear from
our resolved clause, which requests a report “based on” the Guidelines, and from our eighth
whereas clause, which describes the flexibility of the reporting framework, that we are leaving
this decision up to the Company. In fact, the concept of “in accordance” reporting is not
mentioned in the Proposal. Nevertheless, the Company argues that if a majority of shareholders
approved the Proposal, it would not be clear whether they were requesting an “in accordance”
report or an “incremental report.” Because the proposal clearly discusses “incremental
reporting,” and does not mention the concept of “in accordance” reporting, it seems clear to us
that a majority vote would indicate support for an “incremental” report. It is also important to
note here that the Company mischaracterizes what GRI means by “in accordance” reporting. As
noted above, while “in accordance” reports list every indicator in the GRI, a company may still
choose not to report information on some indicators, so long as it provides an explanation for
these choices. (For an example of an ‘in accordance’ report, see Ford Motor Company’s recent

GRI report at
www.ford.com/en/company/about/corporateCitizenship/principlesProgressPerformance/default.h

tm.)

Finally, the Company argues that the pending revision of the Guidelines makes it unclear
whether we are requesting a report based on the 2002 or the forthcoming, 2004 version of the
GRI Guidelines. However, because we are requesting a report “based on,” and not “in
accordance,” with the GRI, this question is moot. If the Company chose to report on the
indicators it believed most relevant to its business from either the 2002 or 2004 version of the
Guidelines, the report would fulfill the request in our Proposal. In addition, it would seem
reasonable to us to assume that if the Proposal were to receive a majority vote, the Company
could assume that shareholders had approved a report based on the set of guidelines that were in
existence at the time of the vote, whether or not those guidelines were subject to change in the
future. We certainly could not expect shareholders to authorize the production of a report based
on guidelines that have not yet been issued.

As for the Company’s argument that the Proposal is misleading because it does not provide
guidance regarding publication or dissemination of the report (No-action request at 5), the
Proposal provides the Company with flexibility in this area. If the Company would prefer, we
would be pleased to amend the resolved clause to include the words “to shareholders.”
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1L The Proposal does not relate to the Company’s ordinary business operations

a) The Company’s argument is logically flawed

The Company states that “where one or more matters to be covered in a report relates to a
company’s ordinary business operations, the Commission’s staff has taken the position that the
proposal requesting the report can be excluded in its entirety” (No-action request at 7). The
Company then goes on to state that employee matters, the selection of suppliers and vendors, the
products and services offered by the Company, decisions regarding the location of or changes in
the Company’s operations, and financial disclosure are all issues covered by the GRI guidelines,
and that some proposals addressing each of these matters have previously been excluded by the
Staff in reliance on Rule 14a-8(i)(7). Therefore, the Company concludes, because our proposal
requests a report that may include elements that relate to ordinary business operations, the
Proposal should be excluded. This chain of reasoning, however, is flawed for two reasons. One,
it is based on the false assumption that our Proposal requests a report including information on
every one of the GRI indicators. In fact, we request a report “based on” the Guidelines, in
which the company could choose which indicators to include. Moreover, as explained above,
even if the Company chose to issue an “in accordance” report including all the GRI indicators, it
could still omit information on any indicators it chose provided it noted its reasons for doing so.
In other words, any kind of GRI report would allow the Company to avoid, if it chose, discussion
of anything it believed fell within the realm of ordinary business. The Proposal makes this very
clear in the eighth whereas clause.

Second, the business areas listed by the Company are not areas exclusively covered by the
ordinary business exemption, as some proposals in these areas may have important social policy

implications.
b) The Company’s use of precedents is inapposite

The Company repeatedly cites proposals that, unlike our Proposal, requested a report on some
specific piece of information that the Staff judged to be a matter of ordinary business. At the
same time, the Company accompanies these precedents with general statements that create the
impression that a/l proposals on a certain topic, such as employee matters or vendor selection,
impinge on matters of ordinary business. In fact, in many of these areas there are examples of
proposals which have survived ordinary business challenges, and been judged to address issues

of significant social policy.

To illustrate that when one matter to be covered in a report pertains to ordinary business, a
proposal requesting the report may be excluded, the Company cites three precedents: Wal-Mart
Stores, Inc. (March 15, 1999); Kmart Corporation (March 12, 1999); and Warnaco Group, Inc.
(March 12, 1999). All three precedents relate to very similar vendor standards proposals that
specifically requested data on, inter alia, the wages paid to the workforce. In its no-action
letters, the Staff specifically pointed to the issue of wages as a matter of ordinary business whose
inclusion in the requested report made the proposals excludable. These precedents are not
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applicable. The present proposal does not request that the Company generate a report including
wage information. The Company also ignores the fact that proposals regarding vendor standards
or workplace codes of conduct that did not discuss the issue of wages in the resolved clause have
consistently survived ordinary business challenges. See, e.g., TJX Companies, Inc. (April 3,
2002); Kmart Corporation (March 16, 2001); McDonald’s Corporation (March 16, 2001); PPG
Industries, Inc. (January 22, 2001); Oracle Corporation (August 15, 2000); Kohl’s Corporation
(March 31, 2000); Nordstrom, Inc. (March 31, 2000); and The Warnaco Group, Inc (March 14,

2000).
¢) Employee matters

In its discussion of employee matters, the Company cites Staff Release No. 400018 to the effect
that proposals involving “the management of the workforce, such as hiring, promotion, and
termination of employees” relate to ordinary business. As precedents, the Company here refers to
the Wal-Mart, Kmart and Warnaco precedents already discussed, as well as Xerox Corporation
(March 31, 2000) (where a proposal asking the company to pay its employees wages equal to or
greater than those paid by competitors was excluded as ordinary business). In addition to these
four precedents in which the key reason for exclusion was the proposal’s mention of employee

. wages, the Company also cites in a footnote three proposals concerning employee benefits which

were excluded under Rule 14a-8(i)(7): Wal-mart Stores, Inc. (April 2, 2002); AT&T Corp.
(March 1, 2002) and Hilton Hotels Corporation (March 14, 2003). The Company next states
that the GRI Guidelines address “overall working conditions, salaries and benefits, training,
health and safety, and other employment issues. . . [which] do not raise significant policy issues”
and should be considered ordinary business in accordance with Release 40018.

On its face, it is absurd to argue that “overall working conditions, salaries and benefits, training,
health and safety, and other employment issues” never raise “significant policy issues.” This line
of argument also significantly misrepresents the import of Release 40018. That Release
conveyed the Commission’s intention to return to a case-by-case evaluation of whether or not
employment-related proposals should be considered ordinary business, and explicitly stated that

proposals relating to [employment] matters but focusing on sufficiently significant social
policy issues (e.g., significant discrimination matters) generally would not be considered to
be excludable, because the proposals would transcend the day-to-day business matters and
raise policy issues so significant that it would be appropriate for a shareholder vote. (Release
34-40018 [May 21, 1998]).

Since the Release was issued, Staff has ruled that numerous employment-related proposals,
including proposals on sexual orientation discrimination issues, pay disparity, and equal
employment opportunity raise significant social issues. The GRI Guidelines, as a result, contain
indicators for matters that would likely be considered significant policy issues by the Staff, as
well as some that might be considered ordinary business. As previously discussed, because our
proposal does not request that the Company report on every indicator in the GRI,

it cannot be excluded on ordinary business grounds.
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d) Selection of suppliers/vendors

Regarding vendor standards, the Company states that “proposals relating to a company’s
relationships with suppliers and vendors are excludible because they address matters of ordinary
busiriess operations.” In support of this statement, the Company cites two no-action letters
excluding proposals that asked for reports on antibiotic use by companies’ meat suppliers
(Seaboard Corporation [March 3, 2003], and Hormel Foods Corporation, [November 19,
2002]). Asnoted above, the Company ignores the many vendor standards proposals requesting
workplace codes of conduct that have survived ordinary business challenges in recent years.
See, e.g., TJX Companies, Inc. (April 5, 2002); Kmart Corporation (March 16, 2001),
McDonald’s Corporation (March 16, 2001); PPG Industries, Inc. (January 22, 2001); Oracle
Corporation (August 15, 2000); Kohl’s Corporation (March 31, 2000); Nordstrom, Inc. (March
31, 2000); and The Warnaco Group, Inc. (March 14, 2000).

e) Products and services offered by the Company

Without citing precedents, the Company argues here that Staff has “consistently taken the
position that decisions regarding the products and services that a company provides, and the
manner in which a company furnishes such products and services, are matters of ordinary
business,” and that the GRI covers such matters. This incredibly broad statement is difficult to
rebut without any specific citations. Where a Company represents that Staff has “consistently”
taken a position, we believe it should be incumbent on them to cite at least one authority to that
effect. Numerous shareholder proposals have appeared on corporate proxy statements that could
arguably fall into this very broad category. In addition, we reiterate that a report “based on” the
GRI could cover, and omit, material at the Company’s discretion.

f) Decisions regarding the location of, or changes in, the Company’s operations

The Company cites four precedents in which decisions about the location of operations were
Judged to be matters of ordinary business: MCI WORLDCOM, Inc. (April 20, 2000) (a proposal
requesting a “fairness opinion” to accompany future relocation plans); Minnesota Corn
Processors, LLC (April 3, 2002, a proposal requesting that particular conditions be fulfilled
before building a new plant); The Allstate Corporation (February 19, 2002)(a proposal
requesting that the company cease operations in Mississippi); and Tenneco Inc. (December 28,
1995)(proposal requesting a report on costs of relocation of headquarters). However, we note
that Staff has also ruled that corporate land procurement may raise significant social policy
issues. See, ¢.g., Costco Wholesale Corp. (December 10, 2003) (proposal requesting a land
procurement policy that incorporated social and environmental factors was not excludable under
Rule 14a-8(1)(7)).

10
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g) Financial disclosure

Citing seven precedents, the Company argues that proposals addressing financial reporting and
accounting policies not acquired by GAAP or disclosure standards under applicable law may be
excluded in reliance on Rule 14a-8(i)(7), and that the Guidelines cover such policies. Again, we
repeat that the type of GRI report our proposal requests would allow the company to exercise its
own discretion in deciding which information to report.

In sum, while the Company cites various no-action letters where proposals requesting a
particular piece of information have been judged to concern ordinary business, it cites no
precedents in which proposals like ours that request general sustainability reports have been
excluded on this basis. We note that in Johnson Controls November 14, 2002), Staff refused to
exclude a sustainability proposal under Rule 14a-8(i)(7) although the company argued that
“environmental, economic and even social matters are integral parts of the Company’s day-to-
day operations. ” (2002 SEC No-Act. LEXIS 790, Johnson Controls no-action letter of
November 14, 2002, 12). We believe that our Proposal, like the proposal in Johnson Controls,
provides the Company adequate flexibility to avoid disclosure of any matters it deems part of
ordinary business operations. :

h) The Proposal does not seek to micro-manage the Company

The Company argues that the Proposal seeks to micromanage the company, requests an
inappropriate level of detail, and impermissibly seeks to impose “methods for implementing
complex policies.” As noted above, the type of GRI report we request would allow the Company
to determine the particular content and the level of detail it wished to include in the report. We
also note that the Staff rejected precisely this argument in Joknson Controls (November 14,
2002), where the Staff refused to exclude the sustainability proposal under Rule 14a-8(i)(7)
although the company argued that the Proposal represented the “imposition of a requirement to
review complex management policies regarding the Company’s performance in different areas of
the Company’s ordinary business operations” (2002 SEC No-Act. LEXIS 790, Johnson Controls
no-action letter of November 14, 2002,13).

Both of the precedents cited by the Company in support of this argument have been overruled:
Wal-Mart Stores, Inc. (April 10, 1991) and Capital Cities/ABC (April 4, 1991). The United
States District Court for the Southern District of New York subsequently determined that the
Staff ruling in the Wal-Mart letter had been erroneous and issued an injunction requiring Wal-
Mart to include the proposal in its proxy statement. See Amalgamated Clothing and Textile
Workers Union et. al. v. Wal-Mart Stores, Inc., 821 F. Supp.877 (S.D.N.Y. 1993). The Capital
Cities/ABC case was discussed in the release reversing the Cracker Barrel decision in 1998. In
that release, the Commission specifically stated that the Capital Cities/ABC decision should not
be taken to mean that similar proposals would now automatically be considered ordinary
business (Release 34-40018 [May 21, 1998], footnote 47).

11
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i)The proposal raises significant social policy issues

Finally, the Company argues that because its business involves the retail sale of home
improvement products and equipment, “it is difficult to see how the Company’s products or
operations raise significant social or policy issues.” This is an alarming statement from one of
the world’s largest retailers, and underscores the need for the Company to produce a
sustainability report. Examples of retail companies that have taken steps to address their social
and environmental impact abound. Lowe’s decision to adopt a policy regarding the sourcing of
old-growth wood is one such example (see www.wri.org/press/lowes.html). Fortunately for
Lowe’s shareholders, the Company does not appear to believe this statement that its operations

raise no social or policy issues.

Indeed, as noted above, the Company has made a number of other public statements that indicate
its awareness of the soctal and environmental impact of its products and operations. For example,
the Company’s social responsibility brochure, “In Good Conscience” (see
www.lowes.cony/lkn?action=pg&p=AboutLowes/responsibility.htmi&rm=none) includes the
following statements: “As Lowe’s continues our aggressive expansion, we’re keeping an eye on
our environmental responsibilities and pursuing policies that minimize our impact. We’re using
our vast purchasing power to become a more responsible retailer....Lowe’s builds new stores
with innovative systems to increase energy efficiency, reduce water use and minimize overall
environmental impact.” Lowe’s wood sourcing policy followed a much-publicized
announcement by the Home Depot to phase out the use of old-growth wood. The Company
reports in its brochure that it has adopted this policy “so that the world’s forests will remain for
future generations.” These statements and numerous others in this brochure clearly demonstrate
that the Company recognizes that its operations have a significant social and environmental
impact, and that its performance in these areas therefore has the potential to raise significant

social policy issues.

The Company also states that it is “not aware of any instance where the Commission’s staff has
concluded that the retail sale of consumer products raises significant social policy issues.” It is
difficult to rebut this incredibly broad statement, as it is not clear when Staff would have had an
opportunity to make such a claim. We can certainly point to social policy proposals filed with
retail companies that have passed muster with the Commission’s Staff, but this appears to us to
be an unnecessary and costly exercise. The Company appears to assert that retail companies do
not raise significant social policy issues. We believe this to be false, and as detailed above, we do
not believe the Company believes this statement either.

We also note that Johnson Controls also argued that the proposal at issue did not raise a
sufficiently significant social policy issue (2002 SEC No-Act. LEXIS 790, Johnson Controls no-
action letter of November 14, 2002, 16-17). The Staff seems to have been unconvinced by this
claim, and should reject the same argument here. ‘

For all of the reasons above, we respectfully request that the Company’s request for no-action
relief be denied.

12
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Respectfully submitted,

%WW@‘

Adam Kanzer
General Counsel and Director of Shareholder Advocacy

Encl.

cc: Thomas H. O’Donnell, Jr., Moore & VanAllen PLLC
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EXHIBIT A



RESOLUTION TO DISCLOSE SUSTAINABILITY PERFORMANCE
Whereas:

We believe that the global economy presents corporations with the challenge of creating
sustainable business relationships by participating in the sustainable development of
communities in which they operate;

According to the Dow Jones Sustainability Group, sustainability includes: Encouraging
long lasting social well being in communities where they operate, interacting with
different stakeholders (e.g. clients, suppliers, employees, government, local communities,
and non-governmental organizations) and responding to their specific and evolving
needs, thereby securing a long-term ‘license to operate,” superior customer and employee
loyalty, and ultimately superior financial returns. (www.sustainability-index.com; March
2000);

We believe the linkage between sustainability performance and long-term shareholder
value is awakening mainstream financial companies to new tools for understanding and
predicting value in capital markets. Major firms, including ABN-AMRO, Neuberger
Berman, Schroders, T. Rowe Price, and Zurich Scudder, subscribe to information on
social and environmental risks and opportunities to help make investment decisions,
according to Innovest, an environmental investment research consultant; :

Companies increasingly recognize that transparency and dialogue with stakeholders
about sustainability are key to business success. For example, 3M Company reports that
its long-term success depends upon implementing principles of sustainable development
and “stewardship to the environment.” Likewise, Alliant Energy states that tormorrow’s
investors will support energy companies “that have demonstrated the ability to minimize
their impact on the environment”;

We believe sustainability reporting will foster this dialogue and provide non-financial
information that contributes to long-term shareholder value. The Dow Jones
Sustainability Index World (DJSI World), which analyzes financial performance and the
economic, environmental, and social performance of included companies, has
outperformed the Dow Jones Global Index from 1994 through 2002;

We believe sustainability reporting can also warn of trouble spots and signal cost-saving
opportunities to management and sharecholders. Disclosure of energy consumption allows
companies and shareholders to assess environmental performance, potential regulatory
actions, and reputational risk associated with business activities;

The Global Reporting Initiative (GRI) (www.globalreporting.org) is an international
standard-setting organization with representatives from business, environmental, human-
rights and labor communities. The GRI Sustainability Reporting Guidelines (the
Guidelines), created by the GRI, provide companies with (1) a set of reporting principles
essential to producing a balanced and reasonable report and (2) guidance for report
content, including performance against core indicators in six categories (direct economic



impacts, environmental, labor practices and decent work conditions, human rights,
society, and product responsibility);

The Guidelines provide a flexible system for sustainability reporting that permits a
company to use an “incremental approach” where a company may omit some content
requested by the Guidelines but “base their reports on the GRI framework and
incrementally improve report content coverage, transparency, and structure over time”;

More than 300 companies worldwide, including Agilent Technologies, Baxter
International, BASF, British Telecom, Bristol-Myers Squibb, Danone, Electrolux, Ford,
General Motors, Interface, KLM, NEC, Nike, Nokia, and Volkswagen, use the
Guidelines for sustainability reporting;

RESOLVED:

That shareholders request that the company prepare a sustainability report (at reasonable
cost and omitting proprietary information) based on the Global Reporting Initiative’s
sustainability reporting guidelines by November 1, 2004.
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Suite 4700
100 North Tryon Street
Charlotte, NC 28202-4003

U.S. Securities and Exchange Commission

Division of Corporation Finance M Lafodiind
Office of the Chief Counsel www.mvalaw.com
450 Fifth Street, N.W.

Washington, D.C. 20549 ,

Re:  Lowe’s Companies, Inc.
Exclusion of Shareholder Proposal Relating to a Report Based on the Global Reporting
Initiatives Sustainability Reporting Guidelines

Dear Ladies and Gentlemen:

Lowe’s Companies, Inc. (the “Company”) hereby requests that the staff of the Division of- Corporation
Finance advise the Company that it will not recommend any enforcement action to the Securities and
Exchange Commission (the “Commission”) if the Company excludes the shareholder proposal described
below (the “Proposal”) from its proxy materials for its 2004 armual shareholders meeting. The Proposal was
submitted to the Company by Domini Social Investments (the “Proponent”). As described more fully below,
the Proposal is excludible pursuant to:

1. Rule 14a-8(i)(3) because it is so vague, indefinite and misleading that neither the shareholders nor the
Company would be able to determine with reasonable certainty exactly what action or measures the
resolution requires; and

2, Rule 142-8(i)(7) because it deals with matters relating to the Company’s ordinary business operations.

In accordance with Rule 14a-8(j), we have enclosed six copies of this letter and the attachments and have
provided a copy of this letter and its attachments to the Proponent.

The Proposal

The Proposal calls for the adoption by the Company’s shareholders of the following resolution.
“RESOLVED: That the shareholders request that the company prepare a sustainability report (at reasonable
cost and omitting proprietary information) based on the Global Reporting Initiative’s sustainability reporting
guidelines by November 1, 2004.”

A copy of the complete Proposal and related cover letter is attached hereto as Exhibit A.

Raleigh. NC
Durham, NC
Charleston, SC
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Discussion

Rule 14a-8 generally requires an issuer to include in its proxy materials proposals submitted by shareholders
that meet prescribed eligibility requirements and procedures. Rule 14a-8 also provides that an issuer may
exclude shareholder proposals that fail to comply with applicable eligibility and procedural requirements or
that fall within one or more of the thirteen substantive reasons for exclusion set forth in Rule 14a-8(i). Rule
14a-8(i)(3) permits an issuer to exclude a shareholder proposal if the proposal is contrary to any of the SEC’s
proxy rules, including Rule 14a-9, which prohibits materially false or misleading statements in proxy
soliciting materials. The Commission’s staff has consistently interpreted Rule 14a-8(i)(3) to cover proposals
that are vague and indefinite and, therefore, potentially misleading.

The Proposal requests that the Company prepare a sustainability report based on the Global Reporting
Initiative’s (“GRI”) sustainability reporting guidelines (the “Guidelines”). The Guidelines ‘“provide
companies with (1) a set of reporting principles essential to producing a balanced and reasonable report and
(2) guidance for report content, including performance against core indicators in six categories (direct
economic impacts, environmental, labor practices and decent work conditions, human rights, society and
product responsibility),” through a “flexible system for sustainability reporting that permits a company to use
an ‘incremental approach’ where a company may omit some content requested by the Guidelines but ‘base
their reports on the [Global Reporting Initiative’s] framework and incrementally improve report content
coverage, transparency, and structure over time.” A copy of the Guidelines is attached hereto as Exhibit B.

In short, the Guidelines do not provide a clear set of binding standards of compliance, but rather a vague and
indefinite set of “principles” and “guidance” for the preparation of sustainability reports. As a result, the
Proposal is vague and indefinite because it fails to provide shareholders with a clear understanding of what
they are being asked to approve and what action or measures the Company would have to take to comply with
the Proposal. ‘

The Commission’s staff recently issued a no-action letter to Smithfield Foods, Inc. indicating that it would not
recommend any enforcement action if Smithfield Foods, Inc. omitted from its proxy statement a proposal that
was substantially the same as the Proposal in reliance upon Rule 14a-8(1)(3). See Smithfield Foods, Inc. (July
23, 2003). The Proposal is excludible from the Company’s proxy materials for many of the same reasons
expressed by Smithfield Foods, Inc.

In addition, the Proposal is excludible pursuant to Rule 14a-8(i}(7) because it deals with matters relating to
the Company’s ordinary business operations, including labor practices, financial disclosures not required by
generally accepted accounting principles in the United States, relationships with vendors and suppliers and
the location of, or changes in, the Company’s operations. The Commission’s staff has previously taken the
position that shareholder proposals that relate to these matters may be excluded from proxy materials pursuant
to Rule 14a-8(i)(7). Consequently, the Proposal also is excludible pursuant to Rule 14a-8(i)(7).

The Proposal is closely analogous to the proposal submitted to and excluded by Smithfield Foods, Inc.

The Commission’s staff has previously stated that it would not recommend any enforcement action if an
issuer excluded from its proxy materials a proposal calling for a2 management report based upon the
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Guidelines. Smithfield Foods, Inc. (July 18, 2003). In Smithfield Foods, Inc., the issuer received a proposal
seeking adoption of the following resolution (the “Smithfield Proposal”).

“Resolved: Shareholders request that management, at reasonable cost and omitting proprietary information,
prepare a report based upon the Global Reporting Initiative guidelines describing the environmental, social
and economic impacts of its hog production operations and alternative technologies and practices to reduce or
eliminate adverse impacts of these operations.”

The Proposal and the Smithfield Proposal are substantively similar, and reflect the same fundamental
problem; both proposals call for a sustainability report based on vague and indefinite provisions contained in
the Guidelines. The primary difference between the two proposals is the additional language in the Smithfield
Proposal that narrows the scope of the requested report to “describing the environmental, social and economic
impacts of [Smithfield’s] hog production operations and alternative technologies and practices to reduce or
eliminate adverse impacts of these operations.” The Proposal contains no similar limiting language and
provides no guidance or clarification on whether it calls for a report regarding all of the impacts of all of the
Company’s operations or whether the Company is to determine which impacts from some or all areas of the
Company’s operations it will cover in the report. Consequently, the Proposal provides even less guidance and
is even more vague and indefinite than the Smithfield Proposal, which the Commission’s staff mdlcated was
excludible because it was vague and indefinite.

The Company is aware of the Commission’s staff letter to Johnson Controls, Inc. (Nov. 14, 2002), which also
related to a sustainability report. The Company notes that the Commission’s staff recognized that the
shareholder proposal submitted to Johnson Controls, Inc. was distingnishable from the Smithfield Proposal
because the Johnson Controls proposal did not refer to the Guidelines or any other standards upon which that

sustainability report should be based.

L The Proposal is vague, indefinite and misleading because it fails to provide shareholders with a
clear understanding of what they are being asked to approve and because it fails to provide the
Company with a clear understanding of what actions or measures the Company would have to
take to comply with the Proposal.

Rule 14a-8(i)(3) permits exclusion of a shareholder proposal if the proposal is contrary to any of the SEC’s
proxy rules, including Rule 14a-9, which prohibits materially false or misleading statements in proxy
soliciting materials. A proposal is vague and indefinite when “neither the shareholders voting on the
proposal, nor the company in implementing the proposal (if adopted), would be able to determine with any
reasonable certainty exactly what actions or measures the proposal requires.” Philadelphia Electric Co. (July
30, 1992); see also Alcoa, Inc. (December 24, 2002) and McDonald’s Corp. (March 13, 2001). The
Commission’s staff has also agreed not to recommend any enforcement action when a shareholder proposal is
excluded because “the shareholders will not understand what they are being asked to consider from the text of
the proposal.” Xohl’s Corporation (March 13, 2001).
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A. The Proposal fails to describe the substantive provisions of the Guidelines.

Shareholder proposals may be excluded from proxy materials where the proposals call for the preparation of a
report based on third party recommendations or standards and the proposals do not describe the substantive
provisions of the third party recommendations or standards. In Johnson & Johmson (Feb. 7, 2003), a
shareholder proposal called for a report regarding the issuer’s progress concerning business recommendations
published by the Glass Ceiling Commission. Johnson & Johnson argued that the proposal was vague and
misleading because it was “completely devoid of any description of the substantive provisions of the ‘Glass
Ceiling Report’ or the recommendations ‘flowing from it’.” and provided “no background information to
shareholders.” In Kohl’s Corporation (March 13, 2001), a shareholder proposal called for the implementation
of “the SA8000 Social Accountability Standards” from the Council of Economic Priorities. Kohl’s
Corporation argued that the proposal was vague, false and misleading in part because the proposal “fail[ed] to
describe or summarize the many principles embodied in SA8000 in enough depth to fully inform shareholders
of what actions it would require the company to take.” In both these instances, the Commission’s staff stated
that there appeared to be a basis for excluding a shareholder proposal pursuant to Rule 142-8(i)(3).

The Proposal is similar to the proposals in Johnson & Johnson and Kohl’s Corporation in that it also does not
describe the substantive provisions of the request. Without a more thorough description of the substantive
provisions of the Guidelines, the Company’s shareholders will not be able to discemn what they are being
asked to consider. Moreover, the shareholders will not be in a position to determine whether the proposed
sustainability report is worth the expenditure of management time and the resources necessary to prepare it.
Although the Proposal refers to a website where the Guidelines can be obtained, it is unreasonable for the
Proponent to assume that all of the shareholders will have access to the internet and will be able to
comprehend the complex and voluminous reporting system called for by the Guidelines.

B. The Proposal does not identify a clear set of standards that must be applied.

The Proposal refers to “reporting principles” and “guidance for report content.” The Proposal fails to identify
the “reporting principles” set forth in the Guidelines or the types of discretionary decisions the Company
would be required to make in preparing the report. The Guidelines describe at least two levels of compliance
ranging from “in accordance with the Guidelines,” which would require strict compliance with the principles
and guidance or an “incremental approach,” which would presumably be something less than strict adherence
to the principles and guidance. Absent a clearly defined request, it is difficult for a shareholder to determine
what the content of any report prepared by the Company would be, whether the report is worth the
expenditure of management time and the financial resources necessary to prepare the report and whether the
report would even be useful to investors or management.

Although the shareholders would be the first to struggle with the vague and indefinite Proposal, if the
shareholders were to approve the Proposal, the Company would be faced with essentially the same problems.
Once approved, the Company would struggle with, among other things, what the report must cover, which
standards must be applied and how the information must be presented. The Proposal is vague in this respect
and the Company cannot look to the Guidelines to clarify because the Guidelines themselves do not provide
adequate guidance, but instead cover numerous topics and standards and various methods and levels of
reporting. Because of the lack of guidance, the Company is faced with the potential problem of adopting an
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incorrect standard and determining what topics to cover in the report and the degree to which each must be
covered. Without further guidance, it is impossible for the Company to discern how it could satisfy the new

reporting requirement.

In addition, the Proposal refers to a “flexible system for sustainability reporting” and an “incremental
approach” that can be adopted when preparing a report. However, this flexible system actually increases the
vagueness and indefiniteness of the Guidelines and the Proposal, because neither addresses what content of
the report may be omitted or what incremental steps should be taken or a timeframe for publishing a report “in
accordance with” the Guidelines. Because the Proposal does nothing to clarify the vague Guidelines or
provide guidance on the various interpretations that arise out of the Guidelines, the Proposal lacks the
definiteness of what exactly the shareholders are being asked to approve or what the Company would be
required to do in order to satisfy the Proposal.

Finally, the Proposal fails to provide the Company with any instructions or guidance regarding publication or
dissemination of the report. The Proposal is completely silent on this point. Even assuming the Company
was able to determine the content of the report, the Company cannot determine whether it would be required
to publish the report and make it publicly available, whether it could limit the dissemination of the report to
key personnel or whether it merely needs to prepare the report and make it available upon request.by certain,
unspecified individuals. Without any clear instructions, management could not determine what action, if any,
management would be required to take after preparing the report.

C. The Guidelines are vague.

The Guidelines are vague and do not adequately explain what information the Company will be required to
report. The Guidelines call for disclosure regarding many different topics including:

¢ Policies and/or systems for managing upstream and downstream impacts, including:
¢ Supply chain management as it pertains to outsourcing and suppliers’ environmental and
social performance; and
s Product and service stewardship initiatives;
Reporting approaches to managing indirect economic, environmental and social impacts; and
o Criteria/definitions used in any accounting for economic, environmental and social costs and
benefits.

It would be difficult if not impossible for the Company to determine the type and extent of information
relating to these topics that it would be required to include in a report.

The Proposal does not clarify which of these levels of compliance the shareholders would be asking the
Company to satisfy. Instead, the lack of guidance from the Proposal, and the Guidelines themselves, makes it
unclear whether the shareholders would be asking the Company to prepare a report that strictly complies with
the Guidelines or a report that merely uses the Guidelines as an outline.
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If the Company were to prepare a report “in accordance with the Guidelines,” the Company would be
required to invest a significant amount of time and resources. If a majority of the shareholders approved the
Proposal, it would not be clear to the Company whether it was required to expend the significant time and
resources necessary to prepare a report “in accordance with the Guidelines” or whether the Company was
being asked to use the “incremental report” standard.

Finally, the Guidelines state that the GRI Board of Directors’ goal is to release an updated version of the
Guidelines sometime in 2004, See Guidelines, p. ii. This statement indicates that the Guidelines may be
revised before or after the time that the Company’s shareholders request a report. The Proposal provides no
guidance regarding the version of the Guidelines on which the Company should base its report. Even
assuming the Guidelines are updated before the annual shareholders meeting, the Company’s shareholders
may not have an opportunity to evaluate the “updated” Guidelines in time to make an informed decision about
the Proposal. This problem would only be exacerbated if the Guidelines were revised after the annual
shareholders meeting.

IL The Proposal is excludible because it deals with matters relating to the Company’s ordinary
business operations.

Rule 14a-8(i)(7) permits issuers to exclude shareholder proposals that deal with matters relating to an issuer’s
ordinary business operations. The policy behind Rule 14a-8(1)(7) is to “confine the resolution of ordinary
business problems to management and the board of directors, since it is impracticable for shareholders to
decide how to solve such problems at an annual shareholders meeting.” Release No. 40018 (May 21, 1998).

The Commission indicated in Release No. 40018 that the two central considerations in applying the ordinary
business operations exclusion are the subject matter of the proposal and whether the proposal seeks to “micro-
manage” the Company. A proposal seeks to “micro-manage” operations when it probes “too deeply into
matters of a complex nature upon which the shareholders, as a group, would not be in position to make an
informed judgment,” including when a proposal “seeks intricate detail, or seeks specific time-frames or
methods for implementing complex policies.” Release No. 40018,

The Guidelines solicit discussion of several intricate and complex topics and methods for implementing
complex policies that depend on a wide variety of factors, including, in addition to those mentioned above:

¢ List of stakeholders, key attributes of each, and relationship to the Company;

o Significant changes from previous years in the measurement methods applied to key economic,
environmental and social information;

s  Major decisions during the reporting period regarding the location of, or changes in, operations;
and

¢ Performance indicators related to economic, environmental and social performance.

Without a thorough discussion of all of the Company’s operations, procedures and policies, shareholders
cannot evaluate and make an informed judgment regarding these topics.
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A. The Proposal is excludible because it calls for disclosure on topics that comstitute
“ordinary business operations.”

Where one or more of the matters to be covered in a report relates to a company's ordinary business
operations, the Commission’s staff has taken the position that the proposal requesting the report can be
excluded in its entirety. Wal-Mart Store, Inc. (March 15, 1999); Kmart Corporation (March 12, 1999); The
Warnaco Group, Inc. (March 12, 1999). In several instances, a company sought to omit from its proxy
materials a proposal requesting that its board of directors report on the company’s actions to ensure that it did
not purchase from suppliers that use forced, convict or child labor or failed to comply with laws protecting
employees” rights. The Commission’s staff permitted each company to exclude the entire proposal despite
the fact that each proposal raised significant social issues. The Commission’s staff “noted in particular that,
although the proposal appears to address matters outside the scope of ordinary business, paragraph 3 of the
description of matters to be included in the report relates to ordinary business operations.” See Wal-Mart
Stores, Inc. (March 15, 1999); Kmart Corporation (March 12, 1999); The Warnaco Group, Inc. (March 12,
1999).

The Guidelines call for disclosure regarding a number of items relating to the Company’s ordinary business
operations, any of which would be sufficient to render the Proposal excludible in its entirety. The following
is a discussion of several of the ordinary business matters covered by the Guidelines.

Employee Matters

Part C (Report Content) of the Guidelines seeks disclosure about labor and employment practices. The
Guidelines call for reporting on total payroll and benefits, including wages, pension, other benefits, and
redundancy payments, broken down by country or region. See Economic Performance Indicator (EC)S,
Guidelines, p. 47. The section of Part C entitled “Social Performance Indicators: Labor Practices and Decent
Work” solicits disclosure of numerous items relating to employment practices, including information on the
composition of a company’s work force, employee benefits, labor organization and collective bargaining,
safety of working conditions, training, equal opportunity policies, human rights, non-discrimination, freedom
of association, child and forced labor, and discipline. See Labor Performance Indicator (LA)1-LA17, Human
Rights Performance Indicator (HR)1-HR 14, Social Performance Indicator (SO)1-S07, Guidelines, pp. 52 55.

In addition, other items scattered throughout Part C call for disclosure about employment-related matters.'

Both the Commission and its staff have stated that proposals involving “the management of the workforce,
such as the hiring, promotion, and termination of employees” and other employment and labor matters relate
to ordinary business operations. Release No. 40018; see also Staff Legal Bulletin No. 14A (July 12, 2002)
(citing same); Wal-Mart Stores, Inc. (March 15, 1999); Kmart Corporation (March 12, 1999); The Warnaco
Group, Inc. March 12, 1999). Accordingly, the Commission’s staff has concluded that issuers may exclude
proposals relating to general employee compensation matters in reliance on Rule 142-8(i)(7). See Staff Legal
Bulletin No. 14A (July 12, 2002); see also, e.g., Xerox Corporation (March 31, 2000) (proposal requesting

! See, e.g., Section 2.8, Guidelines, p. 39 (number of employees: breakdown of employees by country/region); Section
2.9, Guidelines, p. 40 (key attributes of stakeholders, including trade unions (relation to workforce and reporting
organization), and direct and indirect workforce (size, diversity, relationship to reporting organization)).
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that company provide its employees competitive compensation and benefits excludible because proposal
related to “general employee compensation matters”). The Commission’s staff reaches this conclusion not
only with respect to general employee compensation matters, but also with respect to proposals addressing
employee benefits.?

In addition, the Guidelines focus on the Company’s policies and practices relating to overall working
conditions, salaries and benefits, training, health and safety, and other employment issues. These disclosures
relate to the management of the Company’s workforce and do not raise significant social policy issues.
Accordingly, the Proposal, which requests a report “based upon” the Guidelines, constitutes the type of
proposal that continues to be regarded as addressing ordinary business, as contemplated by the Commission in
Release No. 40018.

Selection of Suppliers/Vendors

The Guidelines also call for disclosure about the Company’s relationships with, and the conduct of, the
Company’s suppliers and vendors. More specifically, the Guidelines seek disclosure about the key attributes
of a company’s suppliers, including information about the products and services provided by suppliers and the
suppliers’ local, national and international operations. See Section 2.9, Guidelines, p. 40.> Both the
Commission and the Commission’s staff have taken the position that proposals relating to a- company’s
relationships with suppliers and vendors are excludible because they address matters of ordinary business
operations. Release No. 40018

As set forth in Release No. 40018, an example of a task that is “so fundamental to management’s ability to
run a company on a day-to-day basis” that it cannot, “as a practical matter, be subject to direct shareholder
oversight” is “retention of suppliers.” Consistent with the considerations underlying Rule 14a-8(i)(7), the
Commission’s staff has permitted the exclusion of proposals that addresses the practices of a company's
suppliers. See, e.g., Seaboard Corporation (March 3, 2003) (permitting exclusion of proposal requesting
report on use of antibiotics by company's hog suppliers); Hormel Foods Corporation (November 19, 2002)
(permitting exclusion of proposal requesting report on use of antibiotics by company's meat suppliers).

2 See, e.g., Wal-Mart Stores, Inc. (April 2, 2002) (proposal requesting that board implement specified changes involving
employee discounts, company contributions to employee stock purchases, hourly pay, use of company gift cards, stock
option grants, and employee control of displaying merchandise excludible because proposal related to "employee
benefits, general compensation matters ... and employee relations”); AT&T Corp. (March 1, 2002) (proposal requesting
that board revise company's health coverage policy to provide free lifetime health insurance to retirees excludible
because proposal related to "employee benefits"); Hilton Hotels Corporation (March 14, 2003) (proposal urging the
board to provide an accounting of all executive retirement benefits, including but not limited to all forms of deferred
compensation and supplemental retirement and retention plan excludible because it related to "general employee
benefits").

3 See also, €.g., Section 3.16, Guidelines, p. 43 (policies and systems for managing upstream and downstream impacts,
including supply chain management as it pertains to outsourcing and supplier environmental and social performance);
ECI11, Guidelines, p. 47 (supplier breakdown by organization and country, including a list of all suppliers from which
purchases in the reporting period represent 10% or more of total purchases in that period and all countries where total
purchasing represent 5% or more of gross domestic product); EN33, Guidelines, p. 50 (supplier performance relative to
environmental components of programs and procedures for managing upstream and downstream impacts described in
Section 3.16).
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Similarly, the Commission’s staff has permitted the exclusion of proposals requesting information on a
company’s practices relating to the selection of vendors and suppliers. In Wal-Mart Stores, Inc. (April 10,
1991), for example, the Commission’s staff took a no-action position with respect to a proposal requesting a
report on the issuer's efforts to purchase goods and services from minority and female-owned businesses. In
doing so, the Commission’s staff “particularly noted that the proposal involves a request for detailed
information on ... the Company's practices and policies for selecting suppliers of goods and services.” See
also Wal-Mart Stores, Inc. (April 10, 1992) (permitting exclusion of proposal involving request for detailed
information on, among other things, “relationships with suppliers and other businesses”).

The Company considers numerous factors in selecting and retaining its suppliers and vendors, including, but
not limited to, the quality of products and/or services offered; location; competitive pricing; distribution
capabilities; environmental, health and safety performance; and human resources practices. Evaluating these
considerations is an integral part of the Company's daily business operations and cannot, from a practical
standpoint, be subject to direct shareholder oversight. Because the report sought by the Proponents calls for
disclosure "based upon” items in the Guidelines that involve the Company's selection of, and relationships
with, its vendors and suppliers, the Proposal addresses matters that relate to the Company's ordinary business
operations and is therefore excludible under Rule 14a-8(i)(7).

Products and services offered by the Company.

In addition to disclosure relating to other aspects of the ordinary business operations of the Company, the
Guidelines also seek disclosure about the Company’s decisions regarding the selection of products and the
manner of production. The Commission’s staff has consistently tzken the position that decisions regarding the
products and services that a company provides, and the manner in which a company furnishes such products
and services, are matters of ordinary business.

Section 2.2 of the Guidelines, entitled "Major products and/or services, including brands if appropriate,"
states that the reporting organization should “indicate the nature of its role in providing these products and
services, and the degree to which the organization relies on outsourcing.” See Guidelines, p. 39. Various other
items throughout Part C (Report Content) of the Guidelines would call for other disclosures relating to the
Company’s products and services.*

4 See, e.g., Section 2.8, Guidelines, p. 39 (quantity or volume of products produced/services offered; breakdowns of
major products and/or identified services); Section 3.16, Guidelines, p. 43 (policies and/or systems for managing
upstream and downstream impacts, including product and service stewardship initiatives (including efforts to improve
product design to minimize negative impacts associated with manufacturing, use and final disposal)); Economic
Performance Indicator (EC)13, Guidelines, p. 48 (major externalities associated with the reporting organization's
products and services); Environmental Performance Indicator (EN) 14, Guidelines, p. 50 (significant environmental
impacts of principal products and services); EN15, Guidelines, p. 50 (percentage of weight of products sold that is
recyclable or reusable at the end of the products' useful life and percentage that is actually recycled or reused); EN18,
Guidelines, p. 49 (energy consumption footprint (i.e., annualized lifetime energy requirements) of major products);
Social Performance Indicator: Product Responsibility (PR)2, Guidelines, p. 55 (description of policy,
procedures/management systems, and compliance mechanisms related to product information and labeling); PR7,
Guidelines, p. 55 (number and types of instances of non-compliance with regulations concerning product information
and labeling, including any penalties or fines assessed for non-compliance).
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Decisions regarding the location of, or changes in, the Company's operations.

In seeking disclosure “based upon” the Guidelines, the Proposal also calls for disclosure about decisions
regarding the location of, and changes in, the Company's operations. Section 3.18 of the Guidelines provides
that reporting organizations should “explain major decisions” during the reporting period regarding the
location of, or changes in, operations, including decisions such as “facility or plant openings, closings,
expansion, and contractions.”

Proposals relating to decisions about the location of office or operating facilities, including decisions about
whether to build new facilities or cease operations in a particular location, have been consistently viewed, by
the Commission’s staff, as matters of ordinary business. See e.g., MCI WORLDCOM, Inc. (April 20, 2000)
(determination of the location of office or operating facilities); Minnesota Corn Processors, LLC (April 3,
2002) (decisions relating to location of corn processing plants); The Allstate Corporation (February 19, 2002)
(decision to cease operations in a particular location); Tenneco Inc. (December 28, 1995) (determination of
location of corporate headquarters).

The Company routinely makes decisions about where to locate stores, and where to expand or contract
various segments of its business. The Company continuously researches sites for potential future expansion
nation wide. These types of decisions involve complex considerations and are best left to the expertise of the
Company's management. Because the report sought by the Proponents calls for disclosure about the location
of the Company's operations and changes in the Company's operations, the Proposal addresses matters that
relate to the Company's ordinary business operations.

Financial Disclesure

In seeking disclosure "based upon" the Guidelines, the Proposal also calls for various financial disclosures.
Part C (Report Content) in the Guidelines calls for "Economic Performance Indicators" that "have a scope and
purpose that extends beyond that of traditional financial indicators." In particular, the Guidelines call for
detailed financial information about customers, suppliers, employees, providers of capital and the public
sector not traditionally required by generally accepted accounting principles ("GAAP") or by disclosure
standards under applicable law.’

The Commission’s staff has consistently concurred that proposals addressing financial reporting and
accounting policies not required by GAAP or by disclosure standards under applicable law may be excluded
as relating to a company's ordinary business operations. Certain of the additional financial disclosures called
for by the Guidelines, which the Proponent is consequently requesting, are not required by either GAAP or by
any other law applicable to which the Company is subject. In connection with a proposal requiring the
registrant to prepare current cost basis financial statements for the registrant and its subsidiaries, the
Commission’s staff has stated that “the determination to make financial disclosure not required by law” is

5 See, e.g., Economic Performance Indicator (EC)2, Guidelines, p. 47 (geographic breakdown of markets); EC4,
Guidelines, p. 47 (percentage of contracts that were paid in accordance with agreed terms, excluding agreed penalty
arrangements); EC8, Guidelines, p. 48 (total sum of taxes of all types paid broken down by country).
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considered to be a matter relating to a company's ordinary business operations. Santa Fe Southern Pacific
Corp. (January 30, 1986). See also American Stores Company (April 7, 1992) (reporting information not
required by GAAP or disclosure standards under applicable law); Minnesota Mining & Manufacturing
Company (March 23, 1988) (determination to include disclosure in company’s annual report not required by
generally accepted accounting principles or disclosure standards established under applicable law); The Chase
Manhattan Corporation (March 4, 1999) (disclosure in financial reports); NiSource Inc. (March 10, 2003)
(presentation of financial information); General Electric Company (January 21, 2003) (presentation of
financial information).

The detailed financial information required by the Guidelines regarding customers, suppliers, employees,
providers of capital and the public sector do not raise significant social policy issues. Because the report
- sought by the Proponents calls for financial disclosures, the Proposal addresses matters that relate to the
Company's ordinary business operations.

B. The Proposal seeks to micro-manage the Company's business and therefore the
Proposal is excludible.

The Proposal clearly seeks to micro-manage the Company. Proposals that seek to impose "methods for
implementing complex policies” are excludible. See Release No. 40018. This is precisely what the Proposal
seeks, i.e., the imposition of a requirement to review complex management policies regarding the Company's
performance in different areas of the Company’s ordinary business operations. Moreover, the Commission
has also stated that “some proposals may intrude unduly on a company's ordinary business operations by
virtue of the level of detail that they seek.” Release No. 40018; see also Capital Cities/ABC, Inc. (April 4,
1991) and Wal-Mart Stores, Inc. (April 10, 1991). Because the establishment of a program that tests the
performance of various business units and the Company as a whole is a task of tremendous scope that
necessarily involves large amounts of detail for a business the size of the Company, by seeking to insert the
shareholders into the Company’s review of its operations, the Proposal probes too deeply into matters of a
complex nature upon which shareholders as a group are not in a position to make an informed judgment.

C. The Proposal does not raise a significant social policy.

The Commission stated in Release No. 40018, as reiterated in Staff Legal Bulletin No. 14A, that proposals
that focus on “sufficiently significant social policy issues” are not excludible because they “transcend the day-
to-day business matters.” The Company is not aware of an instance where the Commission’s staff has
concluded that the retail sale of consumer products raises significant social policy issues. Consistent with this
statemnent, on many occasions, the Commission’s staff has concluded that decisions regarding the sales and/or
development of particular products, including landmines and sexually explicit literature and media, relate to a
company’s ordinary business operations and do not raise significant social or policy issues. See Alliant
Techsystems Inc. (May 7, 1996); Kmart Corporation (February 23, 1993); and McDonald’s Corporation
(March 9, 1990). The Company’s business involves retail sale of home improvement products and
equipment. It is difficult to see how the Company’s products or operations raise significant social or policy
issues when landmines and sexually explicit literature and media do not.
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Conclusion

The Proposal should be excluded pursuant to Rule 14a-8(i)(3) because it is vague and indefinite and, therefore
misleading. In addition, the Proposal is properly excludible pursuant to Rule 14a-8(i)}(7) because it deals with
matters relating to the Company’s ordinary business operations. We respectfully request your confirmation
that the Division of Corporation Finance will not recommend any enforcement action to the Commission if
the Proposal is omitted from the Company’s proxy statement for the reasons stated above.

Please feel free to call Dumont Clarke at 704.331.1051 or Tom O’Donnell at 704.331.3542 if you have any
questions or comments.

Yours truly,

MOORE & VAN ALLEN PLLC
A Chotl |
Thomas H. O’Donnell, Jr.

Encls.
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DIVISION OF CORPORATION FINANCE
INFORMAL PROCEDURES REGARDING SHAREHOLDER PROPOSALS

The Division of Corporation Finance believes that its responsibility with respect to
matters arising under Rule 14a-8 {17 CFR 240.14a-8], as with other matters under the proxy
rules, i3 to aid those who must comply with the rule by offering informal advice and suggestions
and to determine, initially, whether or not it may be appropriate in a particular matter o
recommend enforcement action to the Commission. In connection with a sharcholder proposal
under Rule 14a-8, the Division’s stalf considers the information furnished to it by the Company
in support of its intention to exclude the proposals from the Company’s proxy materials, as well
as any information furnished by the proponent or the proponent’s representative.

Although Rule 14a-8(k) does not require any communications from shareholders to the
Commission’s staff, the staff will always consider information concerning alleged violations of
the statutes administered by the Commission, including argument as to whether or not activities
proposed to be taken would be violative of the statute or rule involved. The receipt by the stall
of such information, however, should not be construed as changing the staff’s informal
procedures and proxy review into a formal or adversary procedure.

~Itis important to note that the staft’s and Commission’s no-action responses to
Rule 14a-8(j) submissions reflect only informal views. The determinations reached in these no-
action letters do not and cannot adjudicate the merits of a company’s position with respect to the
proposal. Only a court such as a U.S. District Court can decide whether a company is obligated
to include sharcholder proposals in its proxy materials. Accordingly a discretionary
determination not to recommend or take Commission enforcement action, does not preclude a
proponent, or any shareholder of a company, from pursuing any rights he or she may have

against the company in court, should the management omit the proposal from the company’s
proxy material,
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Response of the Office of Chief Counsel
Division of Corporation Finance

Re:  Lowe’s Companies, Inc.
Incoming letter dated January 23, 2004

The proposal requests that the company prepare a sustainability report based on
the “Global Reporting Initiative guidelines” by November 1, 2004.

There appears to be some basis for your view that Lowe’s may exclude the
proposal under rule 14a-8(i)(3) as vague and indefinite. Accordingly, we will not
recommend enforcement action to the Commission if Lowe’s omits the proposal from its
proxy materials in reliance on rule 14a-8(1)(3). In reaching this position, we have not
found it necessary to address the alternative basis for omission upon which Lowe’s relies.




